REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 
PERFORMANCE INFORMATION OF THE EMADLANGENI MUNICIPALITY FOR THE YEAR 
ENDED 30 JUNE 2009 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the accompanying financial statements of the Emadlangeni Municipality which 
comprise the balance sheet as at 30 June 2009, and the income statement , the statement of 
changes in net assets and the cash flow statement for the year then ended, and a summary of 
significant accounting policies and other explanatory notes as set out on pages [xx] to [xx]. 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the entity specific basis of accounting, as set out in 
accounting policy note 1 .1 and in the manner required by the Local Government: Municipal 
Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) arid for such internal control as 
the accounting officer determines is necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 


The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 read with 

section 4 of the Public Audit Act, 2004 (Act No. 25 6F2004) (PAA) and section 126(3) of the 
MFMA, my responsibility is to express an opinion on these financial statements based on my 
audit. \ ffl 

4. I conducted my audit in accordance with the International Standards on Auditing read with 

General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. _ ' 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether dge tp fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as well 
as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 
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Basis for qualified opinion 

Fixed Assets 

7. Included in note 4 is fixed assets the value of R1 0,909 million. Current year additions totalling 
R3, 969 million, w/hich was not recorded in the asset register could not be verified for 
existence as the additions listing was not adequately described or broken down and exact 
locations were not given to perform a physical verification. 

8. Furthermore fixed assets selected from floor could not be traced to the asset register as some 
asset were not bar- coded and certain bar corded assets were not on the asset register. 

9. Physical asset count had not been completed during financial period under review. 

10. The accounting records did not permit me to perform alternative audit procedures as a result I 
was unable to obtain sufficient audit evidence to satisfy myself as to the existence of additions 
as disclosed in the financial statements. 

Debtors 

1 1 . Included in note 8 is debtors amounting to R2,706 million. This balance did not agree to the 
general ledger amount of R2, 118 million resulting in an audit difference of R589 371. 
Consequently I could not confirm completeness, existence and valuation of debtors as no 
appropriation explanation was furnished by the management. The accdunting records did not 
permit me to perform alternative audit procedures 

Revenue 

12. Included in the income statement under actual income is prepaid electricity income amounting 
to R1 ,3 million. The amount recorded in the general ledger did not agree to the prepaid sales 
income listing of R1 ,9 million resulting in an audit differencejof R653 000. Consequently 
revenue and debtors is understated by R653 000. 

Provisions 

13. Included in note 9 is provisionTor leave amounting to R333 705. The number of days used in the 
calculation could not be verified. Moreover there were differences between the manual 
calculation and the system generated report. The accounting records did not permit me to 
perform alternative audit procedures as a result 1 was unable to obtain sufficient audit evidence 
to satisfy myself as to the connpleteness and valuation of leave provision as disclosed in the 
financial statements. 

Irregular expenditure 

14. The municipality has omitted disclosure of material irregular expenditure of R3,571 million 
which was incurred during the financial year. This is contrary to section 125(2){d) of the 
MFMA, which requires disclosure of irregular expenditure in the financial statements. 

Corresponding figures 

15. The auditor’s report on the prior period included a disclaimer of opinion. The matters, although 
resolved in the current year as disclosed in note 16.1, were not adjusted against the related 
comparative amounts in the financial statements. As a consequence the affected comparative 
amounts and opening balances were also either misstated or could not be audited. 

16. Included in note 5 is comparatives figures of R10,135 million for investments. This balance did not 
agree to the prior year closing general ledger and current year opening balance of R6,520 million 
resulting in an audit difference of R3, 615 million. The accounting records did not permit me to 
perform alternative audit procedures and therefore the completeness and valuation of 
comparatives figures relating to investments could not be confirmed. 

17. Fixed assets has been understated by R1,481 million as a result of prior year figures not 
agreeing to current year opening balance . 
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18. Accumulated surplus comparative as per audited financial statement amounted to R6,509 
million does not agree to general ledger opening balances resulting in audit difference of 
R4,726 million. 

Qualified opinion 

19. In my opinion, except for the possible effects of the matters described in the Basis for qualified 
opinion paragraph, the financial statements of eMadlangeni Municipality have been prepared 
in all material respects, in accordance with the basis of accounting as set out in accounting 
policy 1 .1 and in the manner required by the MFMA. 

Emphasis of matter 

I draw attention to the following matters on which I do not express a qualified opinion: 

Basis of accounting 

20. The municipality prepared financial statements on the entity-specific basis of accounting; as set 
out in accounting policy note 1.1. 

OTHER MATTERS 

I draw attention to the following matters that relate to my responsibilities in the audit of financial 

statements; 

Material inconsistencies in information included in the annual report 

21 . 1 have not obtained the other information included in the annual report and have not been able 
to identify any material inconsistencies with the financial statements. 

Unaudited supplementary schedules 

22. The supplementary information set out on pages XX to XX does not form part of the financial 
statement and is presented as additional information, I have not audited these schedules 
accordingly, I do not express an opinion thereon. 

Non-compliance with applicable legislation 

Municipal Finance Management Act 

23. Invoices had not been paid within 30 days of receipt of the invoice as required by section 65(a) 
of the MFMA. 

24. The stipulated list of docurnents has not been placed on the municipality’s website as required 
by sectioh?75(1) of the MFMA. 

25. Bank accounts were not reconciled on a monthly basis, as required by section 62(2) resulting 
in audit difference of R86 616. 

26. Suspense accounts under other payables amounting to R484 361 was not cleared at year end 
as required by of section 62(1 )(b) of MFMA 

Local Government: Municipal Systems Act (MSA) 

27. A credit control and debt collection policy was not implemented, as required by section 96(b) of 
the MSA. 

28. No proper monitoring of electricity distribution losses as required by section 75(A). 
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Supply Chain Management Regulations 

29. The municipality did not establish a supply chain management unit to implement supply chain 
management policy as required by section 7(1 )(3) of the municipal supply chain management 
regulations. 

30. As per section 44 of the Municipal Supply Chain Management Regulations, the Municipality 
needs to publish bid results on the entity's website. However, not all bid results were displayed 
on the website. 

Governance framework 

31 . The governance principles that impact the auditor’s opinion on the financial statements are 
related to the responsibilities and practices exercised by the accounting officer and executive 
management and are reflected in the internal control deficiencies and key governance 
responsibilities addressed below; 

Internal control deficiencies 

32. Section 62(1)(c)(i) oftheMFMA states that the accounting officer must ensure that the municipality 

has and maintains effective, efficient and transparent systems of financial and risk management 
and internal control. The table below depicts the root causes that gave rise to the deficiencies In 
the system of internal control, which led to the qualified opinion. The root causes are categorised 
according to the five components of an effective system of internal control (the number listed per 
component can be followed with the legend below the table.) In lomef^ deficiencies exist 

in more than one internal control componenti' ' ' ' 


Par. No. 

Basis for qualified opinion 

CE 

RA 

CA 

1C 


7-10 

Fixed assets 

6.5 





11 

Debtors i... 



6 



12 

Revenue 





1 

13 

Provisions. ■... 

5 





13 

Irregular expenditure 

5 




1 

15-18 

Corresponding figures 



3 


mm 


33. The accounting officer did not identify and communicate in a timely manner internal control 
deficiencies as well as non-compliance with laws and regulation to allow for corrective action 
to be taken. 


.'Legend . ■ 

CE = Control environment 

The organisational structure does not address areas of responsibility and lines of reporting to support effective 
control over financial reporting. 

1 

Management and staff are not assigned appropriate levels of authority and responsibility to facilitate control 
over financial reporting. 

2 

Human resource policies do not facilitate effective recruitment and training, disciplining and supervision of 
personnel. 

3 

Integrity and ethical values have not been developed and are not understood to set the standard for financial 
reporting. 

4 

The accounting officer/accounting authority does not exercise oversight responsibility over financial reporting 
and internal control. 

5 

Management's philosophy and operating style do not promote effective control over financial reporting. 
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The entity does not have individuals competent in financiai reporting and related matters. 


RA = Risk assessment 


Management has not specified financial reporting objectives to enable the identification of risks to reliable 
financial reporting. 


The entity does not identify risks to the achievement of financiai reporting objectives. 


The entity does not analyse the likelihood and impact of the risks identified. 


The entity does not determine a risk strategy/action plan to manage Identified risks. 


The potential for material misstatement due to fraud is not considered. 


CAs Control activities 


There is Inadequate segregation of duties to prevent fraudulent data and asset misappropriation. 


General information technology controls have not been designed to maintain the integrity of the information 
system and the security of the data. 


Manual or automated controls are not designed to ensure that the transactions have occurred, are authorised, 
and are completely and accurately processed. 


Actions are not taken to address risks to the achievement of financial reporting objectives. 


Control activities are not selected and developed to mitigate risks over financial reporting. 


Policies and procedures related to financial reporting are not established and communicated. 


Realistic targets are not set for financial performance measures, which are in turn not linked to an effective 
reward system. 


1C s Information and communication 


Pertinent information is not identified and captured in a form and time frame to support financial reporting. 


Information required to implement internal control is not available to personnel to enable internal control 
responsibilities. -h. 


Communications do not enable and support the understanding and execution of infernal control processes 
and responsibilities by personnel. 


Mj= Mpnitpring 


Ongoing monitoring and supervision are not undertaken to enable an assessment of the effectiveness of 
internal control over fnancial reporting. •%' 


Neither reviews by internal audit or the audit committee nor self-assessments are evident 


Internal control deficiencies are not identified and communicated in a timely manner to allow for corrective 
action to be taken. 


Key governance responsibilities t . 

34. The MFMA tasks the aGcpunting officer with a number of responsibilities concerning financial 
and risk management and internal control. Fundamental to achieving this is the 
implementation of key governance TesponsibiliH which I have assessed as follows; 


No- 

Matter 

■ 

N 

Clear trail of supporting documentation that is easily available and provided in 

a timely manner 



1 

No significant difficulties were experienced during the audit concerning 
delays or the availability of requested information. 


□ 

Quality of financial statements and related management information 

2 

The financial statements were not subject to any material amendments 
resulting from the audit 


□ 

3 

The annual report was submitted for consideration prior to the tabling of 
the auditor's report. 


□ 

Timeliness of financiai statements and management information 

4 

The annual financial statements were submitted for auditing as per the 
legislated deadlines. 


□ 



























Issues relating to the reporting of performance information 



The information systems were appropriate to facilitate the preparation of 
a performance report that is accurate and complete. 

16 

Adequate control processes and procedures are designed and 
implemented to ensure the accuracy and completeness of reported 
performance information. 

17 

A strategic plan was prepared and approved for the financial year under 
review for purposes of monitoring the performance in relation to the 
budget and delivery by the municipality against Its mandate, 
predetermined objectives, outputs, indicators and targets. 

18 

There is a functioning performance management system and 
performance bonuses are only paid after proper assessment and 
approval by those charged with governance. 



Availability of key officials during audit 


5 Key officials were available throughout the audit process. 


Development and compliance with risk management, effective internal control 
and governance practices 


6 Audit committee 


The municipality had an audit committee in operation throughout the 
financial year. 


The audit committee operates in accordance with approved, written Q 
terms of reference. 


The audit committee substantially fulfilled its responsibilities for the year, 
as set out in section 166(2) of the MFMA. 


Internal audit 


• The municipality had an internal audit function in operation 
throughout the financial year. 


• The internal audit function operates in terms of an approved internal □ 
audit plan. . - 


• The internal audit function substantially fulfilled its responsibilities for 
the year, as set out in section 165(2) of the MFMA. 


8 There are no significant deficiencies in the desigmand implementation of 
internal control in respect of financial and risk rnariagement. 


There are no significant deficiencies in the design and irnplementation of 
internal control in respect of compliance with applicable laws and 
regulations. 


10 The information systems were appropriate to facilitate the preparation of 
the financial statements. 


11 A risk assessment was conducted on a regular basis and a risk 
management strategy, which includes a fraud prevention plan, is 
documented aiid: used as set out in section B2(1)(c)(i) of the MFMA. 


12 Delegations of responsibility are in place, as set out in section 79 of the 
MFMAft 


Follow-Up of audit findings 















1 The prior year audit findings have been substantially addressed. 

0 

14 

SCOPA/Oversight resolutions have been substantially implemented. 

n/a 
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Existence and functioning of a performance audit committee 

44. The eMadlangeni Municipality did not appoint and budget for a performance audit committee, 
nor was another audit committee utilised as a performance audit committee, as required by 
regulation 14(2) of the Municipal Planning and performance Management Regulations, 2001. 

No mid-year budget and performance assessment 

45. The accounting officer of the Emadlangeni Municipality did not by 25 January 2009 assess the 
performance of the municipality during the first half of the financial year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and the service 
delivery targets and performance indicators set in the service delivery and budget implementation 
plan, as required by section 72 of the MFMA. 

Performance information not received on time 

46. An assessment could not be performed of the reliability of the reported performance 
information as set out on pages XX and XX of the annual report, since the , information was not 
received in time for audit purposes. 


APPRECIATION 

47. The assistance rendered by the staff of Emadlangeni Municipality during the audit is sincerely 
appreciated. 


Pietennariztburg 
4 February 2010 



AUDITOR-OENHRAL 

SOUTH AFRICA 

Audiling lo build public confidence 
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35. Governance policies and practices do not operate effectively and are in some instances 
inappropriate. The municipal leadership has many areas in terms of the key governance 
responsibilities to improve on. Requested information was not provided on time. However 
management was continuously available to respond to queries both verbal and in writing. 

Investigations 

36. Actual prepaid electricity sale as per prepaid system does not agree to general ledger .There 
is an audit difference of R653 000. Currently this matter has been reported to KwaZulu-Natal 
Department of Local Government and Traditional Affairs for possible investigation. The 
outcome of the investigation at the date of this report is unknown. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 


Report on performance information 

37. 1 was engaged to review the performance information. 

The accounting officer’s responsibility for performance information 

38. In tenris of section 121(3)(c) of the MFMA. the annual report of a municipality must include the 
annual performance report of the municipality, prepared by the municipality in terms of section 
46 of the Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA). 

The Auditor-General’s responsibility 

39. 1 conducted my engagement in accordance,with section 13 of the PAA read with Genera/ 

NoticB 616 of 2008, issued in Government Gazette No: 31057 of 15 May 2008 and section 45 
of the MSA. * Ais- 

40. In terms of the foregoing my engagement included performing procedures of a review nature 
to obtain sufficient appropriate Evidence about the performance information and related 
systems, processes and procedures. The procedures selected depend on the auditor’s 
judgement. 

41. 1 believe that the evidence I have obtained is sufficient and appropriate to provide a basis for 
the findings reported below. 

Findings on performance information 

Non-compliance with regulatory requirements 

Lack of adoption or implementation of a performance management system 

42. The municipality did not implement a framework that describes and represent how the 
municipality’s cycle and processes of performance planning, monitoring ,measurement, review 
.reporting and improvement will be conducted .organized and managed, including detennining 
the roles of different role players, as required in terms of regulation 7 and 8 of the Municipal 
Planning and Performance Management Regulation. 

Internal auditing of performance measurements 

43. The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of the performance measurement as part of its internal audit processes, as 
required in terms of section 45 of MSA. 
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The Accounting Officer 

Mr V Kubheka 

eMadlangeni Municipality 

P.O.Box 11 

Utrecht 

2940 

17 December 2009 


Reference number:60634REG 08/09 


Dear Sir 

MANAGEMENT REPORT ON THE REGULARITY AUDIT AND THE AUDIT OF PERFORMANCE 
INFORMATION OF THE EMADLANGENI MUNICIPLITY FOR THE YEAR ENDED 30 JUNE 2009 

INTRODUCTION 

1. This management report is provided to the accounting officer of the eMadlangeni Municipality 
in connection with our audit of the financial statements and the review of the performance 
information for the year ended 30 June 2009. 

2. The report contains the following main subsections: 

• The Auditor-General’s responsibilities 

• The Accounting officer’s responsibilities 

• Significant findings from our audit of the financial statements 

0 Financial matters 
0 Governance matters 

• Significant findings from our review of the performance information 

• Significant findings from specific focus areas 

• Information on audits conducted other than on the financial statements 

0 Investigations 
0 Performance audits 
0 Special audits 

• Ratings of the audit findings 

• Summary of detailed audit findings 

3. Annexure A, B, and C contain information on the detailed audit findings. The detailed findings 
were communicated during the course of the audit and include management’s responses 
thereto. 


Page 1 of 83 



THE AUDITOR-GENERAL’S RESPONSIBILITIES 


1. Our responsibility is to express an opinion on the financial statements and to report on findings 
related to our review of performance information. Our engagement letter sets out our 
responsibilities in detail. These include the following: 

• Planning and performing the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatements, whether caused by fraud or 
error. 

• Performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on our judgement, including the 
assessment of the risks of material misstatement of the financial statements. 

• Considering internal controls relevant to the entity’s preparation and fair presentation of the 
financial statements. 

• Evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by management. 

• Evaluating the overall presentation of the financial statements. 

• Expressing an opinion on the financial statements based on the audit in accordance with 
the International Standards on Auditing (ISAs). 

• Evaluating non-compliance with applicable legislation relating to financial matters, financial 
management and other related matters. 

• Evaluating the appropriateness of controls, systems and processes to ensure the accuracy 
and completeness of reported performance information. 

• Reading other information in documents containing the audited financial statements. 

2. Because of the test nature and other inherent limitations of an audit, we do not guarantee the 
completeness and accuracy of the financial statements or performance information, or 
compliance with all applicable legislation. 

3. Having formed an opinion on the financial statements we may draw the user’s attention, when 
in our opinion it is necessary to do so, by way of additional communication in the auditor’s 
report to: 

• a matter, although appropriately presented or disclosed in the financial statements, that is 
of such importance that it is fundamental to user’s understanding of the financial 
statements; or 

• as appropriate, any other matter that is relevant to the user’s understanding of the auditor’s 
responsibilities or the auditor’s report. 

These items are normally included under the headings ‘emphasis of matter’ and ‘other matters’ 
respectively in the auditor’s report and include an indication that they do not affect the auditor’s 
opinion. 
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THE ACCOUNTING OFFICER’S RESPONSIBILITIES 

4. The accounting officer's responsibilities are set out in detail in the engagement letter. These 

include the following: 

• The preparation and fair presentation of the financial statements in accordance with the 
applicable reporting framework. 

• Designing, implementing and maintaining internal controls relevant to the preparation of the 
financial statements. 

• Selecting and applying appropriate accounting policies, and making accounting estimates 
that are appropriate in the circumstances. 

• Disclosing known instances of non-compliance or suspected non-compliance with laws and 
regulations, of which the effects should be considered when preparing financial statements. 

• Monitoring and reporting on performance against predetermined objectives. 

• Providing access to all information that is relevant to the preparation of the financial 
statements and performance information, such as records, documents and other matters. 

• Disclosing all matters concerning any risk, allegation or instances of fraud. 

• Accounting for and disclosing related party relationships and transactions. 

SIGNIFICANT FINDINGS FROM OUR AUDIT OF THE FINANCIAL STATEMENTS 

FINANCIAL MATTERS 


Material misstatements not corrected at the date of this report 

5. The following misstatements were as a result of the auditor not being able to obtain sufficient 
appropriate audit evidence, due to the documentation or information requested not having been 
made available by management: The following represent the material misstatements that arose 
from a difference between the amount, classification or presentation of a reported financial 
statement item and the amount, classification or presentation that is required for the item to be 
in accordance with the applicable financial reporting framework. These misstatements were 
identified during the audit and had not been corrected by management at the date of this 
report. These misstatements were not prevented or detected by the municipality’s system of 
internal control. We urge management to implement improved controls over the matters 
reflected as the root cause for the misstatements. 


Financial 
statement item 

Reason for 
misstatement 

Amount of 
misstatement 

Affected 

assertion 

Root 

cause(s) as 
per table 
below 

Revenue 

Actual sales 
per the 
prepaid 
electricity 
system does 
not agree to 
general ledger 

R653,512 

Completeness 

CE5 

Fixed Assets 

Fixed asset 
register does 
not reconcile 
to FINANCIAL 
STATEMENTS 

R5, 187,447 

Existence, 
Valuation and 
Rights & 
Obligation 

CE5 

CE6 

VAT 

Vat per the 
general ledger 

R249,036 

Completeness, 
Valuation and 

CAS 
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does not 
reconcile to 

Vat 201 for the 
year 


Rights & 
Obligations 


Cash 

Amount per 
bank 

confirmation 
does not agree 
to Financial 
statements 

R821,495 

Valuation 

CE5 

Cash flow 
statements 

Investment in 
fixed assets 
was not 
include on 
cash flow 
statement 

R3, 969, 467 

Completeness, 
Occurrence 
and Valuation 

CE6 







2. The following represents the material misstatement that arose from a difference between the 
disclosures in the financial statements and the disclosures required by the financial reporting 
framework. These misstatements were identified during the audit and had not been corrected by 
management at the date of this report. These misstatements were not prevented or detected by 
the municipality’s system of internal control. We urge management to implement improved controls 
over the matters reflected as the root cause for the misstatement. 


Financial 
statement item 

Disclosure 

Amount 

Root cause 

Irregular 

expenditure 

No disclosure was made for 
irregular expenditure incurred. 

R3, 567, 564 

CE5 






Material misstatements corrected during the audit 

6. No corrections have been made to date. 


Legend 

CE = Control environment (ISA 315.14(b) and A69-A75) 

The organisational structure does not address areas of responsibility and lines of reporting to support 
effective control over financial reporting. 

1 

Management and staff are not assigned appropriate levels of authority and responsibility to facilitate 
control over financial reporting. 

2 

Human resource policies do not facilitate effective recruitment and training, disciplining and supervision of 
personnel. 

3 

Integrity and ethical values have not been developed and are not understood to set the standard for 
financial reporting. 

4 

The accounting officer/authority does not exercise oversight responsibility over financial reporting and 
internal control. 

5 

Management’s philosophy and operating style do not promote effective control over financial reporting. 

6 

The entity does not have individuals competent In financial reporting and related matters. 

7 

1 RA = Risk assessment 

Management has not specified financial reporting objectives to enable the Identification of risks to reliable 
financial reporting. 

1 

The entity does not identify risks to the achievement of financial reporting objectives. 

2 

The entity does not analyse the likelihood and impact of the risks identified. 

3 

The entity does not determine a risk strategy/action plan to manage identified risks. 

4 

The potential for material misstatement due to fraud is not considered. 

5 

1 CA = Control activities 

1 There is inadequate segregation of duties to prevent fraudulent data and asset misappropriation. 

1 
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General information technology controls have not been designed to maintain the integrity of the 
information system and security of the data. 

2 

Manual or automated controls are not designed to ensure that the transactions occurred, are authorised, 
and are completely and accurately processed. 

3 

Actions are not taken to address risks to the achievement of financial reporting objectives. 

4 

Control activities are not selected and developed to mitigate risks over financial reporting. 

5 

Policies and procedures related to financial reporting are not established and communicated. 

6 

Realistic targets are not set for financial performance measures, which are in turn not linked to an 
effective reward system. 

7 

1C = Information and communication 

Pertinent information is not identified and captured in a form and time frame to support financial reporting. 

1 

Information required to implement internal control is not available to personnel to enable internal control 
responsibilities. 

2 

Communications do not enable and support tbe understanding and execution of internal control 
processes and responsibilities by personnel. 

3 

M = Monitoring 

Ongoing monitoring and supervision are not undertaken to enable an assessment of tbe effectiveness of 
internal control over financial reporting. 

1 

Reviews by internal audit, tbe audit committee or self-assessment are not evident. 

2 

Internal control deficiencies are not identified and communicated in a timely manner to allow for corrective 
action to be taken. 

3 


Going concern 

7. Financial statements prepared by the municipality are done on going concern basis and the 
assets and liabilities in the financial statements presents a favourable position of the 
municipality. 

Qualitative aspects of accounting practices 

8. Directive 5 of the ASB require the municipality to prepare all future sets of financial statements 
using the GRAP reporting framework. 

Material losses/impairments 

9. Material write off relating to land on fixed assets amounting to R94 522.50 was identified. 
Furthermore provision for bad debts amounting to R2 827 095 was identified 

Unauthorised/fruitless and wasteful/irregular expenditure 

10. Prior year a irregular expenditure amounting to R178 000 has not been disclosed on the 
financial statements. Current year finding on irregular expenditure (supply chain deviation) 
where three quotations were not obtained has not been disclosed amounting to R3, 9 million. 


Budgetary control 

11. The municipality has materially under spent its budget. At the date of this report, the under 
spending amounted to R5,514 million and no satisfactory explanation was provided. This under 
spending relates to general expenses and contributions to fixed assets. 

The impact of this under spending is the following: 


• Objectives are not met 
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Poor service delivery by the municipality 




Accounting discipline 

12. Suspense accounts 

A recurring issue in recent years is a number of suspense accounts that are not reconciled and 
cleared in a timely manner. The impact of these uncleared accounts is a potential misstatement 
of: Accounts payable of R484 361.00 

Financial indicators/ratios 

The employee cost ratio to total expenditure is 48%. And the current ration is 1:1.48 
The indicators are not in line with the expected norms for this type of entity. We recommend that 
management implement stringent controls to normalise them to ensure the continued effective operation of 
the municipality. 

Significant uncertainties 

13. No material findings were identified during the year. 

Financial reporting systems 

14. No material findings were identified during the year. 

Revision of the previously issued financial statements 

15. No material findings were identified during the year. 

Accounting reforms 

16. However GRAP readiness plans has not yet been made available for audit purposes. 

GOVERNANCE MATTERS 


Material inconsistencies in other information included in the annual report 

17. No draft annual report has been submitted for review by the auditors 

Internal audit 

18. Although the municipality has an internal audit division, it is not adequate for the purposes of 
the audit for the following reasons: Internal audit functioned for only the last two quarters of the 
financial year. 


Audit committee 

19. The audit committee did not function adequately through the year. 

• The financial statement was not reviewed before being issue, 

• No review of internal financial controls, risk management and accounting policies, 

• Performance management system was not reviewed as well. 
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Management of risk 

20. No risk assessment policy in place for the municipality. 

21. No action taken with regard to risk identified. 

22. No risk assessment procedures which include risk identification, risk analysis, management of 
risk to ensure performance are measured and achieved by the municipality. 

Prior year observations and recommendations addressed 

23. All prior recommendations have been adequately addressed by the municipality. This is evident 
in the reduced number of findings as compared to the prior year report. 

Unavailability of key personnel 

24. Key management personnel were always available during the audit. 

Adequacy and competence of financial reporting personnel 

25. Financial reporting personnel were not competent consequently consultants were appointed to 
assist with preparation of financial statements . 

Unavailability of expected information 

26. As indicated in our engagement letter, we agreed that all information requested for purposes of 
the audit would be submitted within 2 working days of the request by the auditors. Despite this 
agreement, management did not supply the documentation requested in the following 
instances: 


• Journal files for the months July 2008 to March 2009 

Late submission of financial statements 

27. The municipality only submitted its financial statements for auditing on 04 November 2009 and 
not on 31 August 2009, as required by the MFMA. The reason for the late submission was as a 
result of the time needed to clear the audit findings from the previous year. 

Related parties 

28. No material findings were identified 

Performance rewards 

29. No material findings were identified and no performance bonuses were paid during the period 
under review 

Non-compliance with applicable legislation 

30. The accounting officer did not comply with the following legislation for the procurement of 
goods and services: 


• Section 12(l)(b) & (c) of the Municipality Supply Chain Management Regulation: 
Quotations should be obtained before purchase of goods and services 
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• Section 17(l)(a) & (b) & (c) of the Municipality Supply Chain Management Regulations: At 
least three quotation should be received before authorisation of procurement of goods and 
services 

• Non compliance with section 45 of Municipal Systems Act 

• Non compliance with section 38 of MSA 

• Non compliance with section 14(2) of Municipal Planning and Performance Management 
Regulation 2001 ‘Existence of and functioning of performance audit committee” 

• Non compliance with section 72 of MFMA mid year performance review. 

SCOPA / Oversight resolutions 

31. There were no SCOPA resolutions applicable to the municipality 

Key governance responsibilities 

32. The MFMA tasks the accounting officer with a number of responsibilities concerning financial 
and risk management and internal control. Many of these have been addressed in detail above 
The table below reflects how certain of the financial and governance matters as well as other 
matters included under the reporting on performance information below, will be reported in the 
auditor’s report. 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and provided in 
a timely manner 


1. 

No significant difficulties were experienced during the audit concerning delays or 
the availability of requested information. 



Quality of financial statements and related management information 


2. 

The financial statements were not subject to any material amendments resulting 
from the audit. 



3. 

The annual report was submitted for consideration prior to the tabling of the 
auditor’s report. 



Timeliness of financial statements and management information 


4. 

The annual financial statements were submitted for auditing as per the legislated 
deadlines section 126 of the MFMA. 



Availability of key officials during audit 


5. 

Key officials were available throughout the audit process. 



Development and compliance with risk management, effective internal control 
and governance practices 


6. 

Audit committee 




• The municipality had an audit committee in operation throughout the 
financial year. 




• The audit committee operates in accordance with approved, written terms of 
reference. 




• The audit committee substantially fulfilled its responsibilities for the year, as 
set out in section 166(2) of the MFMA. 
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No. 

Matter 

Y 

N 

7. 

Internal audit 




• The municipality had an internal audit function in operation throughout the 
financial year. 



• The internal audit function operates in terms of an approved internal audit 
plan. 



• The internal audit function substantially fulfilled its responsibilities for the 
year, as set out in section 165(2) of the MFMA. 



8. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of financial and risk management. 



9. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of compliance with applicable laws and regulations. 



10. 

The information systems were appropriate to facilitate the preparation of the 
financial statements. 



11. 

A risk assessment was conducted on a regular basis and a risk management 
strategy, which includes a fraud prevention plan, is documented and used as set 
out in section 62(c)(i)/95(c)(i) of the MFMA. 



12. 

Delegations of responsibility are in place, as set out in section 79/106 of the 
MFMA. 



Follow-up of audit findings 


13. 

The prior year audit findings have been substantially addressed. 



14. 

SCOPA resolutions have been substantially implemented. 


N/ 

a 

Issues relating to the reporting of performance information 


15. 

The information systems were appropriate to facilitate the preparation of a 
performance report that is accurate and complete. 



16. 

Adequate control processes and procedures are designed and implemented to 
ensure the accuracy and completeness of reported performance information. 



17. 

A strategic plan was prepared and approved for the financial year under review 
for purposes of monitoring the performance in relation to the budget and delivery 
by the municipality against its mandate, predetermined objectives, outputs, 
indicators and targets section 68/87 of the MFMA. 



18. 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those charged 
with governance. 




Achievement of good practice indicators 

33. The following good practices are the drivers of audit results. We have indicated our 

assessment of the municipality’s achievement of these good practices, based on the matters 
included elsewhere in this report. 



Good practice 

Y 

N 

1 

Clear trail of supporting documentation that is easily available and provided 
timeously. 



2 

Quality of financial statements and related management information. 



3 

Timeliness of financial statements and management information. 
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4 

Availability of key officials during audits. 



5 

Development and compliance with risk management and good internal control and 
governance practices. 



6 

Leadership/supervision and monitoring. 




34. Requested information, both verbal and written, was provided in a timely manner by 
management. The financial statements submitted for audit was not in line with section 126 of 
MFMA as it was submitted late. Management should pay special attention to procurement 
process giving special attention to adherence to supply chain management policy and 
procedures. 

SIGNIFICANT FINDINGS FROM OUR REVIEW OF THE PERFORMANCE INFORMATION 

35. The following shortcoming were identified in relation to the managing of, and reporting on 
performance information: 

• There was overall non-compliance with legislative requirements pertaining to the planning, 
monitoring, management and reporting of performance information 

• There was a lack of effective, efficient and transparent systems and internal controls 
regarding performance management and reporting. 

• The entity has not reported on its performance with regard to its indicators, as per the 
approved integrated development plan. 

• There was no system in place for the generating of performance information. 


SIGNIFICANT FINDINGS FROM SPECIFIC FOCUS AREAS 

36. No material findings were identified during the year 

INFORMATION ON AUDITS CONDUCTED OTHER THAN ON THE FINANCIAL STATEMENTS 
Investigations 

37. Actual prepaid electricity sale as per prepaid system does not agree to general ledger .There is 
an audit difference of R653 512. Currently this matter has been reported to KZNDPLGTA for 
possible investigation. The outcome at the date of this report is unknown 

Performance audits 

38. No material findings were identified during our audit 

Special audits 

39. No material findings were identified during our audit 

RATINGS OF DETAILED AUDIT FINDINGS (final) 

40. For the purposes of this report, the detailed audit findings included in annexures A to C have 
been classified as follows: 

• Matters to be included in the auditor’s report. 
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These matters should be addressed as a matter of urgency. 

• Other important matters - deficiencies that could adversely affect the entity’s ability to 
initiate, record, process and report financial data consistent with the assertions of 
management on the financial statements and in accordance with the applicable basis of 
accounting. Unacceptable risk that errors and irregularities may occur that will not be 
prevented or detected by the internal controls in good time. 

These matters should be addressed within the next 12 months. 

• Administrative matters - non-material non-compliance with applicable legislation, or 
misstatements in the financial statements that are unlikely to affect the decisions of a user 
and do not affect the financial statements as a whole, or opportunities for improvement, or 
other matters of governance interest. 

These matters should be addressed at the discretion of the entity. 

41. Failure to address matters reported in a particular category may result in the matter being rated 
as more significant in the next financial year. 

APPRECIATION 

42. We would like to express our appreciation for the courtesy extended and assistance rendered 
by the staff of the eMadlangeni Municiplity during the audit. 

Yours sincerely 


I Permaul 

Operational Leader: KwaZulu Natal 


Enquiries: 

Telephone: 

Fax: 

Email: 


Merusha Vather 
(033) 264 7432 
(033) 264 7596 
mvather@agsa.co.za 


Distribution: 

CFO 

Audit commitee 
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SUMMARY OF AUDIT FINDINGS 


Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualifi- 

cation 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

00 

o 

o 

o 

CNJ 

2006/07 

2005/06 

CASH AND CASH EQUIVALENTS 


Cash and bank - No documentation supporting 
journals 

Control 

Control 

environment 

✓ 






Yes 

Yes 




Discrepancy between bank account balance per 
FINANCIAL STATEMENTS and Bank certification 

Financial 

Control 

environment 

✓ 






Yes 

Yes 




Cash and Bank - Monthly Bank Reconciliations 

Control 

Control 

environment 







No 





Cash and Bank - Reconciling items not cleared 
timeously 

Control 

Control 

environment 







No 





Discrepancy between bank per cashbook and general 
ledger 

Financial 

Control 

environment 

✓ 






No 




CASH FLOW STATEMENT 


Cash flow statement does not balance 

Financial 

Control 

environment 

✓ 






No 




COMPL. WITH LEGISL. (NON-FINANCIAL STATEMENTS) 


Audit committee inadequately functioning 

Compliance 

(Non- 

FINANCIAL 

STATEMENTS 

) 

Monitoring of 
controls 





✓ 


Yes 

Yes 




Internal audit 

Control 

Monitoring of 
controls 





✓ 


Yes 

Yes 




Performance measurement audit not done 

Compliance 

(Non- 

FINANCIAL 

Monitoring of 
controls 





✓ 


Yes 

Yes 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualifi- 

cation 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2007/08 

2006/07 

2005/06 



STATEMENTS 

) 













No supply chain management unit 

Compliance 

(Non- 

FINANCIAL 

STATEMENTS 

) 

Control 

environment 







No 





No written contracts for successful bidders 

Compliance 

(Non- 

FINANCIAL 

STATEMENTS 

) 

Monitoring of 
controls 





✓ 


No 




EMPLOYEE COSTS 


Unauthorised salary increase - Employee cost 

Control 

Risk 

assessment 

process 





✓ 


No 




INTERNAL CONTROL 


No policies in place 

Control 

Control 

activities 





✓ 


No 





No policy in place pertaining to management of cash 
received from Balele Game resort and Game park 

Control 

Control 

activities 







Yes 

Yes 




Control weakness 

Control 

Monitoring of 
controls 



✓ 




Yes 

Yes 



INVESTMENTS 


No documentation supporting the journals 

Control 

Control 

environment 







No 





Difference between current year opening balance per 

Financial 

Control 







Yes 

Yes 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualifi- 

cation 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2007/08 

2006/07 

2005/06 


general ledger and FINANCIAL STATEMENTS 


environment 











IRREGULAR EXPENDITURE 


Unauthorised, Irregular, Fruitless & Wasteful 
Expenditure - No Disclosure made on financial 
statement 

Compliance 

(Non- 

FINANCIAL 

STATEMENTS 

) 

Control 

environment 

✓ 






Yes 

Yes 



OPERATING EXPENDITURE 


Expenditure - Double payment made 

Financial 

Control 

activities 

✓ 






No 





Expenditure - Suppliers declaration not obtained 

Control 

Control 

activities 







No 





Journals not presented for audit 

Control 

Control 

environment 







Yes 

Yes 




Expenditure - Non compliance with SCM policy 

Control 

Control 

activities 

✓ 






Yes 

Yes 




S & T Claim form not signed as evidence of approval 

Control 

Control 

activities 







No 





Expenditure - No exception reports 

Control 

Control 

environment 







No 





Expenditure - Journals not provided and no supporting 
documents 

Control 

Control 

activities 

✓ 






No 




OTHER DISCLOSURES 


Discrepancy between reticulation loss disclosed in the 
FINANCIAL STATEMENTS and Electricity 

consumption schedule 

Financial 

Control 

environment 

✓ 






Yes 

Yes 




Disclosure notes-Non disclosure of compulsory 

Compliance 

Control 





✓ 


No 
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Page. no. 

Finding 

Ciassification 

Controi 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualifi- 

cation 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2007/08 

2006/07 

2005/06 


disclosure item 

(Non- 

FINANCIAL 

STATEMENTS 

) 

environment 











PAYABLES/ACCRUALS 


Creditor reconciliation not performed 

Control 

Control 

environment 





✓ 


Yes 

Yes 




Creditors - Payments not made with in 30 days 

Control 

Control 

activities 





✓ 


Yes 

Yes 




Creditors - No year end reconciliation done between 
sub-ledger and general ledger 

Control 

Control 

activities 





✓ 


No 





Creditors - Suspense account not cleared at year end 

Financial 

Control 

environment 







Yes 

Yes 



PERFORMANCE INFORMATION 


No performance management system 

Control 

Information 
system and 
comm. 




✓ 



Yes 

Yes 



PROPERTY, PLANT & EQUIPMENT 


Fixed assets - Opening balance does not agree to 
closing balances of prior year 

Control 

Control 

environment 

✓ 






No 





Fixed assets - No accounting policy leases 

Control 

Control 

environment 





✓ 


Yes 

Yes 




Fixed asset - Information not included on register 

Compliance 

(Non- 

FINANCIAL 

STATEMENTS 

) 

Control 

environment 





✓ 


No 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualifi- 

cation 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2007/08 

2006/07 

2005/06 


Fixed assets - Differences between trial balance, 
appendix C and asset register 

Financial 

Control 

environment 

✓ 






Yes 

Yes 




Fixed assets - Journal no supporting documentation 

Financial 

Control 

activities 

✓ 






Yes 

Yes 




Fixed assets - Incomplete fixed asset register 

Financial 

Control 

environment 







Yes 

Yes 




Fixed assets - Incomplete additions listing 

Financial 

Control 

environment 

✓ 






Yes 





Fixed assets - No asset count performed for the year 

Control 

Control 

activities 





✓ 


No 





Fixed assets - Land incorrectly written-off 

Financial 

Control 

environment 







No 





Fixed assets - Assets on floor could not be traced to 
register 

Control 

Control 

environment 

V 






Yes 

Yes 



PROVISIONS 


Provisions - Inaccurate calculation 

Financial 

Control 

activities 

✓ 






No 




RECEIVABLES 


Discrepancies on the balances 

Control 

Control 

environment 

✓ 






Yes 

Yes 




Explanations for credit balances not obtained 

Control 

Control 

activities 





✓ 


No 





Debtors-Interest not charged on other outstanding 
debtors 

Control 

Control 

environment 







Yes 

Yes 




Debtors balances do not agree to the supporting 
documents 

Control 

Control 

environment 







Yes 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualifi- 

cation 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2007/08 

2006/07 

2005/06 

RESERVES 


Accumulated surplus - Adjustment 

Financial 

Monitoring of 
controls 

✓ 






Yes 

Yes 




Accumulated Surplus -Opening Balances 

Financial 

Control 

activities 







No 





Reserves - Opening balances does not agree to prior 
year closing balance 

Financial 

Control 

environment 

✓ 






No 




REVENUE 


Revenue-Direct income register not reconciled 

Control 

Control 

activities 





✓ 


No 





Electricity - Lack of monitoring of distribution losses 

Control 

Risk 

assessment 

process 







No 





Revenue - Unaccounted prepaid electricity sales 

Financial 

Control 

environment 







No 





Indigent debtors 

Control 

Monitoring of 
controls 







Yes 

Yes 




Short term portion of long term debtors not disclosed 

Control 

Control 

activities 







Yes 

Yes 




Reconciliation not signed 

Control 

Control 

environment 





✓ 


No 




TAXES 


Vat - No reconciliations done 

Control 

Control 

activities 

✓ 






Yes 

Yes 




Vat - Opening balances does not agree prior year 
closing balance 

Financial 

Control 

environment 







No 
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Page. no. 

Finding 

Ciassification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualifi- 

cation 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

00 

o 

o 

o 

CNJ 

2006/07 

2005/06 


Vat - Journals not provided 

Control 

Control 

environment 

✓ 






No 




VALUE FOR MONEY 


Infrastructure Projects-Phase 1 Tender documents not 
furnished 

Value for 

money 

Monitoring of 
controls 



■/ 




No 
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ANNEXURE A: MATTERS AFFECTING THE AUDITOR’S REPORT 


CASH AND CASH EQUIVALENTS 

1. EX.51 - Cash and bank - No supporting documentation for journals processed 
Audit finding 

In terms of section 62(1) of the Municipal Finance Management Act, Act 56 of 2003: The 
Accounting Officer of a Municipality is responsible for managing the financial administration of the 
municipality, and must for this purpose take all reasonable steps to ensure: - that full and proper 
records of the financial affairs of the municipality are kept in accordance with the prescribed norms 
and standard. 

During the audit of cash and bank it was noted that journals made had no supporting documents 
attached to them. Following is the list of journals without supporting documents: 


Date 

Jnl no. 

Debit 

Credit 

Dr Vote 

Cr Vote 

6/30/2009 

JS24 

50,155.00 


01 02 50 3004 000 

01 01 50 7072 000 

6/30/2009 

JS24 

17,039.75 


01 02 50 3004 000 

01 01 50 7072 000 

6/30/2009 

JS25 

300,000.00 


01 02 50 3004 000 

01 01 50 7079 000 

6/30/2009 

JS26 

412,641.91 


01 02 50 3004 000 

01 01 50 7096 000 

8/31/2009 

JS32 

14,646.42 


01 02 50 3004 000 

01 01 50 7092 000 

8/31/2009 

JS33 

22,862.90 


01 02 50 3004 000 

01 01 50 7085 000 

8/31/2009 

JS34 

30,517.29 


01 02 50 3004 000 

01 01 50 7071 002 

8/31/2009 

JS34 

142,466.38 


01 02 50 3004 000 

01 01 50 7092 000 

6/30/2009 

JS22 


(1,176,000.00) 

01 01 50 8093 000 

01 02 50 3004 000 

6/30/2009 

JS22 


(490,000.00) 

01 01 50 8093 000 

01 02 50 3004 000 

6/30/2009 

JS25 


(62,000.00) 

01 01 50 7075 000 

01 02 50 3004 000 

6/30/2009 

JS25 


(96,800.00) 

01 01 50 7075 000 

01 02 50 3004 000 

6/30/2009 

JNL48 

29,675.00 


01 02 50 3004 000 

01 02 50 3003 000 

6/30/2009 

JLN46 

328,690.00 


01 02 50 3004 000 

01 02 50 3003 000 

6/30/2009 

JNL44 

500,000.00 


01 02 50 3004 000 

01 01 50 8093 000 

6/30/2009 

JNL44 

18,470.28 


01 02 50 3004 000 

01 02 50 3003 000 

6/30/2009 

JS56 

176,000.00 


01 02 50 3004 000 

01 01 50 8093 000 

6/30/2009 

JS56 

490,000.00 


01 02 50 3004 000 

01 01 50 8093 000 

6/30/2009 

JS62 

185,361.54 


01 02 50 3004 000 

01 02 50 3003 000 

6/30/2009 

JNL40 


(1,176,000.00) 

01 02 50 8093 001 

01 02 50 3004 000 

6/30/2009 

JNL40 


(490,000.00) 

01 02 50 8093 001 

01 02 50 3004 000 

6/30/2009 

JS60 


(1,493,001.26) 

01 02 50 3003 000 

01 02 50 3004 000 

6/30/2009 

JlOl 

46,170.00 


01 02 50 3004 000 

01 02 64 1127 042 

6/30/2009 

JlOl 

39,900.00 


01 02 50 3004 000 

01 02 64 1127 042 

6/30/2009 

JS4 

74,403.69 


01 01 50 3004 000 

01 01 50 7077 000 

6/30/2009 

JS5 

29,552.02 


01 02 50 3004 000 

01 01 50 7097 000 

6/30/2009 

JS5 

42,339.32 


01 02 50 3004 000 

01 01 50 6057 000 

6/30/2009 

JS5 

19,116.92 


01 02 50 3004 000 

01 01 50 6068 002 

6/30/2009 

JS7 

19,168.44 


01 02 50 3004 000 

01 01 50 6064 001 

6/30/2009 

JS14 

261,664.22 


01 02 50 3004 000 

01 02 69 0488 000 


Total amount R3 250 841.08 


Root cause 

The accounting officer does not exercise oversight responsibility over financial reporting and 
internal controls 
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Risk 

Invalid/authorised journals maybe passed. 

Possible misstatement of bank and cash on financial statements. 


Recommendation 

Management should ensure that adequate controls are in place to safeguard financial records and 
the maintenance of supporting documents 


Management response 

None received to date 


Auditor’s response 

Management responses still outstanding 


2. EX.66 - Discrepancy between bank balance per FINANCIAL STATEMENTS and Bank 
certification 

Audit finding 

In terms of the Municipal Finance Management Act, Act no. 56 of 2003: The Accounting Officer of a 
municipality:- 

(a) must administer all the municipality's bank accounts 

(b) is accountable to the municipal council for the municipality's bank accounts, 

During the audit of cash and bank it was observe that bank balance disclosed in the financial 
statements differs to the bank confirmation. There is an unreconciled audit difference of R821 
495.09 as illustrated below 

Bank balance as per General ledger and AFS R210 732-32 
Bank balance as per bank confirmation R1 032 227-41 

Audit difference R 821 495-09 


Root cause 

The accounting officer does not exercise oversight responsibility over financial reporting and 
internal control. 


Risk 

Bank balance is understated in the financial statements. 


Recommendation 

Management should exercise oversight responsibility over financial management and provide 
explanations for the large difference noted 
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Management response 

None received to date 


Auditor’s response 

Management comments still outstanding 


3. EX.69 - Discrepancy between bank per cashbook and general ledger 
Audit finding 

In terms of the Municipal Finance Management Act: The Accounting Officer of a municipality:- 

(a) must administer all the municipality's bank accounts 

(b) is accountable to the municipal council for the municipality's bank accounts 

Through inspection of the working paper file for cash and bank, bank balance in the general ledger 
and the annual financial statements it was observed that bank balance does not agree: 


Closing balance: 
Cashbook 

Closing balance: 
General ledger 

Difference 

R124, 116.45 

R210,732.32 

R86,615.87 


Root cause 

The accounting officer does not exercise oversight responsibility over financial reporting and 
internal control. 


Risk 

Bank balance in the financial statements is overstated. 


Recommendation 

Management should exercise oversight responsibility over management of municipal bank 
accounts and furthermore ensure that staff is given adequate supervision and monitoring with 
regard to financial management function. 


Management response 

None received to date 


Auditor’s response 

Management comments still outstanding 
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CASH FLOW STATEMENT 

4. EX.81 - Cash flow statement does not balance 
Audit finding 

In terms of section 122(l)(a) of the Municipal Finance Management Act No. 56 of 2003 which 
states: “Every municipality must for each financial year prepare annual financial statements which - 
(a) fairly present the state of affairs of the municipality or entity, its performance, assets and 
liabilities, its business activities, its financial results, and its financial position as at the end of the 
financial year " 

During the audit of cash flow statement it was note that investment in fixed assets to an amount of 
R3, 969,467 per note 4 was not disclosed. Due to this there is a difference of R3, 969,467 between 
the Net Cash Utilised and Net Cash Flow per the cash flow statement. 


Root cause 

Management’s philosophy and operating style do not promote effective control over financial, 
reporting 


Risk 

Financial statements with respect to the cash flow statement are materially misstated. 


Recommendation 

Management should ensure policies and procedure are put in place to ensure that financial 
statements are reviewed for completeness and accurate reporting before being issued. 


Management response 

Management comment has not yet been received 


Auditor’s response 

Management responses still outstanding 


COMPL. WITH LEGISL. (NON-FINANCIAL STATEMENTS) 

5. EX.60 - No supply chain management unit 
Audit finding 

In terms of section 7 (1) of supply chain management regulation " Each municipality and municipal 
entity must establish supply chain management unit to implement supply chain management 
policy. Subsection 3 states" a supply chain management unit must, where possible, operate under 
the direct supervision of chief financial officer or an official to whom this duty has been delegated in 
terms of section 82 of this act" 
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During the audit it was observed that supply chain management unit has not been established as 
required in terms of regulation 7(1)(3) of supply chain management. 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial reporting. 

Internal control deficiencies are not identified and communicated in a timely manner to allow for 
corrective action to be taken. 


Risk 

Non compliance with supply chain management regulation. Possible incurrence of irregular 
expenditure. 


Recommendation 

Management should ensure that supply chain management unit is established as required by 
regulation 7(1)(3) of supply chain management policies. 


Management response 

Management response not received. 


Auditor’s response 

Management comments still outstanding. 


INTERNAL CONTROL 
6. EX.5 - Control weakness 
Audit finding 

In term of section 62 of the Municipal Finance Management Act 56 of 2003 which states: 

" (1) The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to ensure — 

(a) that the resources of the municipality are used effectively, efficiently and economically; 

(b) that full and proper records of the financial affairs of the municipality are kept in accordance 
with any prescribed norms and standards; 

(c) that the municipality has and maintains effective, efficient and transparent systems — 

(i) of financial and risk management and internal control; and 

(ii) of internal audit operating in accordance with any prescribed norms and standards " 

The following control weaknesses were noted during the planning phase 

• No skill retention policies to return competent employees. 

• Finance department not adequately staffed 

• No controls in place to report on the different levels about the performance information of 
the municipality during the period under review. 

• Prior year performance information was not submitted on with financial statements. 

• No risk assessment policy in place for the municipality. 
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• No action taken with regard to risk identified. 

• No risk assessment procedures which include risk identification, risk analysis, management 
of risk to ensure performance are measured and achieved by the municipality. 

• No risk assessment procedures for identification of performance information reporting 
including data risk quality. 

• Staff has read and write access to the system. 

• No performance management review policy 

• No performance reviews were undertaken by the municipality on a frequent basis. 

• No segregation of duties for expenditure accountant as she calculate employee's salary 

, capture salaries ,add new employees to the system, remove terminated employees from 
the payroll, prepare IBT for salary payments, be system administrator who has full access 
to all functions , do salary reconciliation at the end of the month, prepare journals for 
processing the financial system, capture salary journals to the Abakus system, draw reports 
from the system and files those reports. Do supervision for junior expenditure clerks. 

• No IT committee and risk committee in place within the municipality. 

• No disaster recovery plan in place within the municipality. 

• In the event of disaster, backups should be stored off site, however it was observed during 
the planning phase that backups are held within the municipal offices. 

• No monthly monitoring of budget done 

• Inadequate insurance coverage of assets held by the municipality 

• Suspense account for the year was not cleared 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial reporting. 


Risk 

Fraud may be committed by officials without being detected by the management. 
Municipality may incur losses material resources. 


Recommendation 

Management should put controls in place to ensure that material weaknesses identified are 
addressed appropriately in order to minimise control risk identified. 

Management should develop action plan outlining how material weaknesses identified will be 
addressed. 


Management response 

• I am in agreement with the finding 

• Although it is difficult in a small municipality to comply with all the weaknesses due to staff 
limitations as a result of financial resources certain progress has since been made .Abakus 
and payday have now been integrated. Instructions have been given to ensure reports are 
given to departmental heads in order for them to monitor their budgets ( see attached ) 
Arrangements will be made for backups to be stored at different premises .Other issues 
raised will be addressed as soon as practically possible 

• Attached are instructions issued on 12 11 09 for steps to be taken urgently to ensure that a 
disaster recovery plan is implemented for IT to ensure backups are stored on another site 


Auditor’s response 
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Management response have been noted, however the matter will remain in management report 
and audit report 


INVESTMENTS 

7. EX.37 - Difference between current year opening balance per general ledger and 
FINANCIAL STATEMENTS 

Audit finding 

In terms of section 122(1) of the Municipal Finance Management Act, Act no. 56 of 2003: Every 
municipality and every municipal entity must for each financial year prepare annual financial 
statements which:- (a) fairly presents the state of affairs of the municipality or entity, its 
performance against its budget, its management of revenue, expenditure, assets and liabilities, its 
business activities, its financial results, and its financial position as at the end of the financial year. 

During the audit of investments it was noted that the current year opening balance per general 
ledger is different to current year opening balance per annual financial statements, the difference is 
illustrated as follows: 


Prior year actual as per audited Financial Statements 


10,134,722.00 


Current year opening balance per GL 


6,520,140.17 


3,614,581.83 


Root cause 

The accounting officer does not exercise oversight responsibility over financial reporting and 
internal control. 


Risk 

Non-current assets maybe misstated in the financial statements. 


Recommendation 

Management should ensure that they exercise absolute care with regard to preparation of annual 
financial statements and all supporting documents for year end journal entries must be submitted 
to the audit team. 


Management response 

Management response not received 


Auditor’s response 

Management response still outstanding 
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OPERATING EXPENDITURE 


8. EX.24 - Journals not presented for audit 
Audit finding 

In terms of section 62 of the MFMA "General financial management function" (1) The Accounting 
officer of a municipality is responsible for managing the financial administration of the municipality 
and must for this purpose take all reasonable steps to ensure:- 

(a) that the resources of the municipality are used effectively, efficiently and economically 

(b) that full and proper records of the financial affairs of the municipality are kept in accordance 
with any prescribed norms and standards, 

(c) that the municipality has and maintains effective, efficient and transparent system of financial 
and risk management and internal control, and of internal audit operating in accordance with any 
prescribed norms and standards. 

During the audit of electricity, journals were requested for but could not be provided for the 
purposes of the audit. 

Following is the list of journals requested: 


Journal number 

Date 

Amount 

J 7 

J 21 

30- Aug-08 

31- Mar-09 

R957,059.26 

-R265,420.2 


Root cause 

Management's philosophy and operating style do not promote effective control over financial 
reporting. 


Risk 

Invalid journals may be authorised. 
Limitation of scope. 


Recommendation 

Management should ensure that there are adequate controls in place to safeguard financial 
records. 

Management response 

1. I am in agreement with the finding - the journal file is being searched for and will be 
produced when located . 

2. Attached however is documentation explaining the transactions which went through the 
income vote as well as the debtors vote, together with the consumer accounts which were 
adjusted . 


Auditor’s response 
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Management response have been noted, however the matter will still remain on management 
report as the journal file was still not provide for audit. 


9. EX.25,76 - Expenditure - Non compliance with SCM policy 
Audit finding 

In terms of section 12(l)(b) & (c) of the Municipality Supply Chain Management Regulation which 
states : 

" A supply chain management policy must subject to regulations 11(2), provide for the procurement 
of goods and services by way of - 

(b) written or verbal quotations for procurement of a transaction value over R2,000 up to RIO, 000 
(Vat included) 

(c) formal written price quotations for procurement of a transaction value over RIO, 000 up to 
R200,000 (Vat included); and 

(d) a competitive bidding process for - 

(i) procurement above a transaction value of R200,000 (Vat included) 

Furthermore in terms of section 17(l)(a) & (b) & (c) of the Municipality Supply Chain Management 
Regulations which states: 

" A supply chain management policy must stipulate the conditions for the procurement of goods 
and services through formal written price quotations, which must include conditions stating - 

(a) that quotations must be obtained in writing from at least three different providers whose 
names appear on the list of accredited prospective providers of the municipality; 

(b) that quotations may be obtained from providers who are not listed, provided that such 
providers meet the listing criteria in the supply chain management policy; 

(c) that if it is not possible to obtain at least three quotations, the reasons must be recorded and 
approved by the chief financial officer or an official designated by the chief financial officer " 

During the audit of procurement the follow was noted 

• three quotations was not obtained during the purchase of goods and services, 

• good and services was acquired from suppliers not on list of accredited supplies, 

• had not submitted forms authorising municipality SARS tax clearance together with 
declaration of service in state 

• and no reasons was furnished by the CFO or officers delegated by the CFO why three 
quotations was not recorded. 


The following severs as an example: 



Payment 

date 

Vote 

Supplier 


29 

1/11/2008 

01 02 64 0267 025 

KEEWAVE TRADING 145 

287,006.97 

34 

14/11/2008 

01 02 64 0143 013 

AMANDLA CONSULTANTS 

69,300.00 

35 

14/11/2008 

01 02 64 0143 013 

ESP CONSULTING 

58,368.00 

39 

14/11/2008 

01 02 65 0370 024 

C F P TYRES (BUFFALO 

12,964.08 

46 

14/11/2008 

01 02 64 0143 013 

ALPINE HEATH RESTORT 

47,424.99 

69 

4/12/2008 

01 02 64 0143 013 

L D CONSULTING 

176,524.44 

74 

12/12/2008 

01 02 64 0258 000 

H S K SIMPSON & BARTERS 

51,432.50 

75 

12/12/2008 

01 05 01 0380 000 

W J COETZEE 

68,081.78 

79 

12/12/2008 

01 02 64 0143 013 

MABU MANAGEMENT SOLU 

141,360.00 

85 

12/12/2008 

01 02 64 0143 013 

SUPER SIZE INVESTMEN 

14,877.00 
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91 

12/12/2008 

01 02 64 0143 014 

GUARANTEE TRUST ZULU 

39,187.50 

111 

12/12/2008 

01 02 64 0258 000 

H S K SIMPSON & PARTERS 

51,432.50 

112 

12/12/2008 

01 02 64 0267 025 

FUJITSU 

63,343.10 

126 

6/1/2009 

01 02 64 0258 000 

H S K SIMPSON & PARTERS 

51,432.50 

128 

6/1/2009 

01 02 68 0370 024 

UTRECHT AUTO & GENER 

17,712.01 

131 

6/1/2009 

01 02 72 0153 000 

NEW AFRICA ENERGY 

4,357.20 

134 

16/02/2009 

01 05 01 0376 000 

W J COETZEE 

12,724.52 

155 

2/2/2009 

01 02 64 0140 019 

VANTAGE HOLDINGS (PT 

171,000.00 

159 

2/2/2009 

01 02 75 0210 001 

KPMG 

98,829.16 

160 

2/2/2009 

01 02 64 0140 019 

ERNST & YOUNG 

136,800.00 

164 

11/2/2009 

01 02 64 0258 000 

H S K SIMPSON & PARTERS 

51,432.50 

167 

26/02/2009 

01 02 75 0210 003 

THE CORE COMPUTER STORE 

54,997.00 

168 

26/02/2009 

01 02 64 0257 000 

SHEPSTONE & WYLIE 

12,572.93 

171 

2/2/2009 

01 05 01 0380 000 

UTHUKELE WATER (PTY) 

30,666.69 

177 

31/03/2009 

01 02 75 0210 000 

CPMD (MF) - WITS BUSINESS 
SCHOOL 

91,000.00 

179 

31/03/2009 

01 02 64 0143 013 

MADAYENI CONSULTING 

34,912.50 

188 

31/03/2009 

01 02 64 0258 000 

H S K SIMPSON & PARTERS 

51,432.50 

199 

31/03/2009 

01 02 65 0370 024 

RUCON TRANSPORT 

28,500.00 

230 

1/4/2009 

01 02 61 0211 000 

MAJUBA COLLEGE 

6,270.00 

231 

30/03/2009 

01 02 75 0116 000 

1 LANG A 

7,821.64 

243 

30/04/2009 

01 05 01 0380 000 

UTHUKELE WATER (PTY) 

39,392.44 

245 

30/04/2009 

01 02 64 0143 013 

L D CONSULTING 

74,957.28 

247 

7/4/2009 

01 02 64 0143 013 

SABALALA CONSULTING (PTY) 
LTD 

19,380.00 

253 

30/04/2009 

01 02 67 0370 024 

N N MOWERMAN 

4,795.98 

254 

28/04/2009 

01 02 50 4025 000 

W J COETZEE 

76,312.99 

260 

30/04/2009 

01 02 64 0258 000 

H S K SIMPSON & PARTERS 

51,432.50 

268 

30/04/2009 

01 05 0370 024 

UTRECHT AUTO & GENER 

7,030.00 

269 

23/04/2009 

01 02 64 0143 013 

IZIKA CAPACITY BUILD CO 

78,936.01 

279 

30/04/2009 

01 02 65 0384 007 

A J SANDERS 

3,200.00 

281 

31/05/2009 

01 02 61 0211 000 

DRAKENSBERG LODGE 

6,362.51 

283 

30/05/2009 

01 02 64 0258 000 

H S K SIMPSON & PARTERS 

51,432.50 

304 

30/05/2009 

01 02 75 0210 003 

KPMG 

14,058.88 

305 

30/05/2009 

01 02 64 0258 000 

H S K SIMPSON & PARTERS 

51,432.50 

313 

30/05/2009 

01 02 65 0370 024 

P FERREIRA ENGINEERI 

9,445.50 

314 

30/05/2009 

01 05 01 0380 000 

UTHUKELE WATER (PTY) 

12,545.16 

342 

25/05/2009 

01 02 64 0140 019 

SHABA GLENDA ENTERPR 

9,000.00 

343 

27/05/2009 

01 02 75 0143 003 

WITS BUSINESS SCHOOL 

20,000.00 

349 

26/06/2009 

01 02 64 0143 013 

IZIKO CAPACITY BUILDING 

78,936.00 

350 

6/6/2009 

01 02 64 0258 000 

H S K SIMPSON & PARTERS 

51,432.50 

352 

6/6/2009 

01 02 72 0153 000 

UTRECHT AUTO & GENER 

3,850.01 

352 

6/6/2009 

01 02 65 0370 024 

UTRECHT AUTO & GENER 

9,419.67 

363 

6/6/2009 

01 02 65 0370 025 

CENTRAL GARAGE 

9,006.00 

369 

26/06/2009 

01 02 69 0384 007 

J G BIDDULPH 

4,600.00 

20557 

31/07/2008 

01 02 64 0258 000 

HSK SIMPSON & PARTNERS 

500,470.00 

20591 

30/08/2008 

01 05 01 0216 000 

THE POSTMASTER 

6,615.00 

20686 

30/09/2008 

01 05 01 0373 008 

SYNTELL 

6,884.46 

20694 

30/09/2008 

01 02 64 0258 000 

HSK SIMPSON & PARTNERS 

54,874.73 

20718 

14/10/2008 

01 05 01 0380 000 

VOLTEX NEWCASTLE 

8,583.76 

20942 

12/3/2009 

01 02 64 0140 019 

uSiba Marketing 

7,003.80 
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20949 

13/03/2009 

01 02 72 0384 000 

AZ LIZE CONSTRUTION 

9,980.00 

20956 

18/03/2009 

01 02 75 0116 000 

WALTONS STATIONERY C 

9,645.38 

20969 

25/03/2009 

01 02 75 0210 061 

THE ALOES GUEST HOUS 

5,051.00 

20982 

7/4/2009 

01 02 64 0140 019 

THE POSTMASTER 

4,450.99 

21001 

26/05/2009 

01 02 64 0143 010 

MABU MANAGEMENT 
SOLUTIONS 

23,826.00 

21027 

23/06/2009 

01 02 73 0188 001 

BOERE MAKELAARS KO-O 

4,862.94 

ET0005 

10/10/2008 

01 02 61 0211 000 

DURBAN UNIVERSITY OF 
TECHNOLOGY 

15,134.90 

ET0012 

10/10/2008 

01 02 64 0258 000 

H S K SIMPSON & PARTERS 

51,432.50 

ET0018 

20/10/2008 

01 02 64 0143 013 

SABALALA CONSULTING 

39,900.00 

ET0019 

20/10/2008 

01 02 60 0116 000 

1 LANG A 

6,665.90 

ET0012 

10/10/2008 

01 02 64 0258 000 

H S K SIMPSON & PARTERS 

51,432.50 

ET0024 

15/10/2008 

01 02 72 0250 000 

AON S A (PTY) LTD 

10,643.04 

ET0024 

15/10/2008 

01 02 63 0250 000 

AON S A (PTY) LTD 

11,400.00 

ET0024 

15/10/2008 

01 05 01 0250 000 

AON S A (PTY) LTD 

11,677.15 

ET0024 

15/10/2008 

01 02 75 0250 000 

AON S A (PTY) LTD 

15,426.48 

ET0024 

15/10/2008 

01 02 63 0250 000 

AON S A (PTY) LTD 

19,380.00 

ET0024 

15/10/2008 

01 02 64 0250 000 

AON S A (PTY) LTD 

15,330.72 

ET0027 

26/10/2008 

01 02 64 0143 013 

HELICON HELICOPTERS (PTY) 
LTD 

46,170.00 


3,567,563.70 


In term of section 125(2)(d) of the Municipal Finance Management Act No. 56 of 2003 which 
states: 

" The notes to the annual financial statements of a municipality y must disclose the following 
information: 

(d) particulars of - 

(i) any material losses and any material irregular or fruitless and wasteful expenditures, 
including in case of a municipality, any material unauthorised expenditure, that occurred during the 
financial year, and whether these are recoverable; 

(ii) any criminal or disciplinary steps taken as a result of such losses or such unauthorised, 
irregular or fruitless and wasteful expenditures; and 

(iii) any material losses recovered or written off " 

During the audit of disclosure matters it was note that the municipality did not make a disclosure 
note of irregular expenditure in the annual financial statements was noted during the execution of 
expenditure. 


Root cause 

Policies and procedures related to financial reporting are not established and communicated 


Risk 


Management can appoint their own companies in the procurement of goods and services resulting 
in fraud being perpetrated. 

Non compliance with supply chain management policy could result in irregular expenditure. 
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Recommendation 


Management should ensure that employees are adequately trained to ensure proper 
implementation of SCM policy. 

Management should ensure that appropriate disciplinary actions are taken against responsible 
officials 

Irregular expenditure should appropriately be disclosed and reported to the appropriate level in line 
with the requirements of the MFMA 


Management response 

I am no in agreement with the finding for the following reasons: 

• There was no material losses and no material irregular or fruitless and wasteful expenditure 

• There was no material unauthorised expenditure, that occurred during the financial year 
hence there was no need for disclosure in the financial statements. 


Auditor’s response 

Management responses have been noted, however the matter will remain on management report 
as no evidence was provided to dispute the finding of irregular expenditure with regard to non- 
compliance with SCM policy. 


10. EX.64 - Expenditure - Journals not provided and no supporting documents 
Audit finding 

In terms of section 62(l)(b) of the Municipal Finance Management Act No. 56 of 2003 which 
states: 

" (1) The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to ensure - 
(b) the full and proper accounting records of the financial affairs of the municipality are kept in 
accordance with any prescribed norms and standards " 

During the audit of expenditure it was noted that journal was not provided for audit .Furthermore 
journals which were tested had no supporting document attached to them. The following serves as 
example of missing journals: 


Account Dr 

\/ote 

Account Cr 

Vote 


Date 


MSIG 06/07: 
PREPERAT 

01 02 64 

0143 012 

MSIG 06/07: 
PREPERAT 

01 02 64 

0143 012 


11/28/2008 

8,134.18 

MSIG 06/07: 
PREPERAT 

01 02 64 

0143 012 

MSIG 06/07: 
PREPERAT 

01 02 64 

0143 012 

J6 

12/31/2008 

5,515.99 

MSIG 06/07: 
PREPERAT 

01 02 64 

0143 012 

MSIG 06/07: 
PREPERAT 

01 02 64 

0143 012 

J18 

3/31/2009 

11,031.97 


List of journals not having supporting documents 


Account Dr 


Account Cr 



Date 


MSIG 06/07: 
PREPERAT 

01 02 64 
0143 012 

BANK ACCOUNT 

01 02 50 
3004 000 

Jll 

6/1/2009 

6,653.40 


Page 30 of 83 








































MSIG 06/07: 
PREPERAT 

01 02 64 
0143 012 

BANK ACCOUNT 

01 02 50 
3004 000 

J37 

6/30/2009 

7,354.60 

EXP: PERFORMANCE 
MAN 

01 02 64 
0143 003 

biiidJdaidJiiW 

iiSil 

J5 

6/1/2009 

349,741.71 

MUNICIPAL ADMIN 
SYST 

01 02 64 
0267 026 

PROVINCIAL MAP 
GRANT 


CD 

6/30/2009 

69,242.11 


Root cause 

Manual or automated controls are not designed to ensure that the transactions occurred, are 
authorised, and are completely and accurately processed. 


Risk 

Invalid journal maybe passed 

Misstatement of expenditure on financial statements 


Recommendation 

Management should insure that policies and procedure are put in place and are been followed with 
regarding journals 


Management response 

Management response not received 


Auditor’s response 

Management comments still outstanding 


OTHER DISCLOSURES 

11. EX.73 - Discrepancy between reticulation loss disclosed in the FINANCIAL 
STATEMENTS and Electricity consumption schedule 

Audit finding 

In terms of section 122(1) of the Municipal Finance Management Act, Act no. 56 of 2003: Every 
municipality must for each financial year prepare financial statements which:- 

(a) fairly present the state of affairs of the municipality , its performance against budget, its 
management of revenue, expenditure, assets and liabilities, its business activities, its 
financial results and its financial position as at the end of the financial year. 

During the audit it was noted that reticulation loss disclosed in the financial statements differs to 
that which appears on the Electricity consumption schedule. Management should present for audit 
purposes reasons for such a difference. Discrepancy is illustrated as follows: 


Units bought 
Units sold 


Electricity Consumption 
Schedule 


11 503 445 
10 189 292 


Appendix F 
(FINANCIAL 
STATEMENTS) 
12 719 845 
10 189 292 
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Units lost in distribution 1 314 153 2 530 553 

% lost in Distribution 11% 20% 


Root cause 

The accounting officer does not exercise oversight responsibility over financial reporting and 
internal control. 


Risk 

Annual financial statements (appendix F) are misstated. 


Recommendation 

Management should take reasonable steps to ensure that financial statements are accurate and 
present a true reflection of the state of affairs. 


Management response 

I am in agreement with the findings Appendix F will be adjusted accordingly 

Auditor’s response 

Management response have been noted, however matter will still remain on management report 
as no evidence of adjustments was provided for audit. 


PAYABLES/ACCRUALS 

12. EX.42 - Creditors - Suspense account not cleared at year end 
Audit finding 

In terms of section 62(l)(b) of the Municipal Finance Management Act No. 56 of 2003 which 
states: 

" (1) The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to ensure - 
(b) that full and proper records of the financial affairs of the municipality are kept in accordance 
with any prescribed norms and standards " 

During the audit of creditors it was note that the unidentified receipts suspense account to the 
value of R484, 361.00 was not cleared at year end. 


Root cause 

Management’s philosophy and operating style do not promote effective control over financial 
reporting 


Risk 

Overstatement of creditors and debtors in financial statements 
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Recommendation 


Management should ensure that policies and procedures are put in place to ensure suspense 
accounts are cleared on a timely basis 


Management response 

I am in agreement with the finding ( although it is not an unidentified receipts suspense - not a 
creditors suspense ). 

Staff have been given strict instructions that all unidentified deposits must be cleared urgently but 
at the latest the end of each month 

A further R 335 297 has been identified relating to debtors and will be cleared in the 2009/10 
financial year 

The remaining items will be investigated in order to clear the suspense account 


Auditor’s response 

Management response have been noted, however the suspense account as still not been cleared 
to date and matter will remain on audit report 


PERFORMANCE INFORMATION 

13. EX.8 - No performance management system 

Audit finding 

In terms of section 38 of the Municipal Systems Act 32 of 2000 which states that: 

" A municipality must- a) Establish a performance management systems that is 

(i) commensurate with its resources; 

(ii) best suited to its circumstances; 

(ill) in line with the priorities, objectives, indicators and targets contained in its integrated 
development plan; 

b) promote a culture of performance management among its political office bearers and 
councillors and in its administration; and 

c) administer its affairs in an economical, effective, efficient and accountable manner. " 

The municipality did not have performance management system in place during the year under 
review as required by section 38 of the MSA. 

The municipality did not appoint and budget for a performance audit committee nor was another 
audit committee utilised as a performance audit committee, as required by regulation 14(2) of the 
Municipal Planning and performance management regulations, 2001. 


Root cause 

Pertinent information is not identified and captured in a form and time frame to support 
performance reporting. 


Risk 

• Non-compliance with Municipal Systems Act 

• Under performance of the municipality as performance is not being monitored or assessed 
regularly 

• No indicators for the measuring of performance of staff 
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No alignment of the objectives as stated in the Integrated Development Plan with those of 
senior management of the municipality 

Inefficiencies in operations may not be highlighted and resolved 


Recommendation 

Management should ensure that performance management system is put in place and key 
performance area as stated in IDP is aligned with performance contract of senior personnel of 
municipality 


Management response 

I am in agreement with the finding 

An agreement has been prepared and is in the process of obtaining Council approval. ( Copy 
attached ) 


Auditor’s response 

Management response have been noted, however the matter will still remain in audit report under 
other reporting responsibilities and will be followed up in the 2009/10 


PROPERTY, PLANT & EQUIPMENT 

14. EX.49 - Fixed assets - Opening balance does not agree to closing balances of prior year 
Audit finding 

In terms of section 62(l)(b) of the Municipal Finance Management Act No. 56 of 2003 which 
states:" (1) The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to ensure - 
(b) that full and proper records of the financial affairs of the municipality are kept in accordance 
with any prescribed norms and standards " 

During the audit of fixed assets it was note that closing balance of Rl, 481, 254. 85 for WALL AT 
DORSPRUIT ( Vote 01 01 50 6057 030) for the 07/08 financial year did not agree to current year 
opening balance of R255. There is a difference of Rl, 481,000.00 


Root cause 

The accounting officers does not exercise oversight responsibility over financial reporting and 
internal controls 


Risk 

Misstatement of opening balances in annual financial statements. 


Recommendation 

Management should ensure controls over effective financial reporting exist at all levels 


Page 34 of 83 



Management should ensure appropriate adjustments should be effected and proof of adjustments 
be made available for audit purposes. 


Management response 

Management response not received 


Auditor’s response 

Management response still outstanding 


15. EX.58 - Fixed assets - Differences between trial balance, appendix C and asset register 
Audit finding 

In terms of the section 63(2)(a)&(b) of the Municipal Finance Management Act No. 56 of 2003 
which states: 

" (2) The Accounting Officer must for the purpose of subsection (1) take all reasonable steps to 
ensure - 

(a) that the municipality has and maintains a management, accounting and information system 
that accounts for assets and liabilities of the municipality 

(b) that the municipality's assets and liabilities are valued in accordance with standards of 
generally recognised accounting practice". 

During the audit of fixed assets differences between the asset register, appendix C and the trial 
balance were noted as follows: 


Asset register 

Appendix C 

Trial Balance 

Difference 

R 49,949,239.00 

R 55,136,686.00 


-R 5,187,447.00 

R 49,949,239.00 


R 55,136,686.00 

-R 5,187,447.00 


It was also confirmed through enquiry with the Deputy CFO S Ntombela that monthly 
reconciliations between the General Ledger and the fixed asset register are not performed and 
reviewed. 


Root cause 

The accounting officer/authority does not exercise oversight responsibility over financial reporting 
and internal control 

Management’s philosophy and operating style do not promote effective control over financial 
reporting 


Risk 

The completeness, existence and valuation of assets may not be able to be verified 
Annual financial statements maybe misstated 


Recommendation 

Management should implement controls to ensure the following: 
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• Amounts captured in the financial system is correct and agree to supporting documentation 

• Amounts disclosed in the financial statements agree to General Ledger. 

• Asset register is updated with any disposals, write offs and additions of assets. 

• General Ledger is compared with physical assets and asset register 

• Discrepancies are reviewed and followed up. 


Management response 

None received to date 


Auditor’s response 

Management comment still outstanding 


16. EX.59 - Fixed assets - Journal no supporting documentation 
Audit finding 

In terms of section 62(l)(b) of the Municipal Finance Management Act No. 56 of 2003 which 
states: 

" (1) The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to ensure - 
(b) the full and proper accounting records of the financial affairs of the municipality are kept in 
accordance with any prescribed norms and standards " 

No supporting document was attached to journals passed for the year under review. The following 
serves as example: 




Account Cr 

Vote 

JNL No. 

Date 


CAPITAL 

OUTLAY 

01 02 50 
3001 000 

GRANTS AND 
SUBSIDIES 

01 02 50 2006 000 

JS61 

30/06/2009 

3,969,467.00 

CAPITAL 

OUTLAY 

01 02 50 
3001 000 

CAPITAL CONT: EX 
REVENUE 

01 20 50 2006 000 

JS61 

30/06/2009 



24,462,515.20 


Root cause 

Manual or automated controls are not designed to ensure that the transactions occurred, are 
authorised, and are completely and accurately processed. 


Risk 

Invalid journal maybe passed 

Overstatement of fixed asset on financial statements 


Recommendation 

Management should insure that policies and procedure are put in place and are been followed 
regarding journals 
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Management response 

Management response not received 


Auditor’s response 

Management comments still outstanding 


17. EX.61,62 - Fixed assets - Incomplete fixed asset register 
Audit finding 

In terms of the section 63(2)(c) of Municipal Finance Management Act No. 56 of 2003 which 
states: 

" (2) The accounting officer must for the purpose of subsection (1) take all reasonable steps to 
ensure -(c) that the municipality has and maintains a system of internal control of assets and 
liabilities, including an asset and liabilities register, as may be prescribed " 

During the audit of fixed assets it was noted that assets purchased for the current year was not 
included in the asset register. Moreover the assets could not be physically verified as the additions 
listing was not adequately described and exact locations not given. The following serves as an 
example: 


ASSET NAME 

LOCATION 


SUPPLIER NAME 


Software - 
DigiData 

Corporate Services 

8/9/2008 

Kwee-Wave Trading 

251,760.50 

Computer server 

Corporate Services 

12/12/2008 

Fujitsu Services 

55,564.12 

Systems Software 

Corporate Services 

27/03/2009 

Fujitsu Services 

349,741.71 

Printer 

Corporate Services 



38,269.62 

Roads 

Engineering 

20/10/2008 

CFT Tyres 

18,000.00 

Roads 

Engineering 

20/10/2008 

P Ferreira Engineering 

28,863.00 

Roads 

Engineering 

20/10/2008 

Utrecht Auto & General 

10,896.93 

Roads 

Engineering 

20/10/2008 

The Work Force Group 

264,053.02 

Roads 

Engineering 

5/11/2008 

Hamba Kahle 

43,068.00 

Roads 

Engineering 

14/11/2008 

Utrecht Auto & General 

4,674.03 

Roads 

Engineering 

14/11/2008 

Utrecht Auto & General 

2,184.70 

Roads 

Engineering 

3/12/2008 

Boere Makelaas 

32,786.80 

Roads 

Engineering 

4/12/2008 

Boere Makelaas 

7,902.98 

Roads 

Engineering 

3/12/2008 

P Ferreira Engineering 

1,729.50 

Roads 

Engineering 

1/12/2008 

The Work Force Group 

103,972.86 

Roads 

Engineering 

14/12/2008 

Dero Construction 

278,960.00 

Roads 

Engineering 

4/12/2008 

Dero Construction 

38,947.37 

Roads 

Engineering 

12/12/2008 

NN Mowerman 

4,314.91 

Roads 

Engineering 

12/12/2008 

Utrecht Auto & General 

18,841.83 

Roads 

Engineering 

12/12/2008 

Kwezi V3 Engineering 

49,440.79 

Roads 

Engineering 

7/1/2009 

Utrecht Auto & General 

4,825.07 

Roads 

Engineering 

6/1/2009 

Utrecht Auto & General 

1,687.72 

Roads 

Engineering 

6/1/2009 

Utrecht Auto & General 

1,164.90 

Roads 

Engineering 

3/2/2009 

Dero Construction 

182,616.60 

Roads 

Engineering 

11/2/2009 

P Ferreira Engineering 

9,282.00 

Roads 

Engineering 

10/2/2009 

Indlovu Development 

23,400.00 


Page 37 of 83 



























































































































Roads 

Engineering 

3/20/2009 

Ossies Motor World 

378,776.00 

Roads 

Engineering 

10/2/2009 

S J Phenysne 

Transport 

101,594.00 

Roads 

Engineering 

11/2/2009 

Radlink 

3,678.34 

Roads 

Engineering 

11/2/2009 

Utrecht Auto & General 

12,302.02 

Roads 

Engineering 

11/2/2009 

Utrecht Auto & General 

955.79 

Roads 

Engineering 

3/2/2009 

Kwezi V3 Engineering 

59,036.80 

Roads 

Engineering 

3/2/2009 

The Work Force Group 

362,861.87 

Roads 

Engineering 

12/3/2009 

Bell equipment 

3,036.00 

Roads 

Engineering 

31/03/2009 

Dero Construction 

52,212.00 

Roads 

Engineering 

1/3/2009 

Dero Construction 

43,137.60 

Roads 

Engineering 

1/3/2009 


29,200.00 

Roads 

Engineering 

31/03/2009 

Elna Passap 

3,630.00 

Roads 

Engineering 

1/3/2009 

P Ferreira Engineering 

3,805.00 

Roads 

Engineering 

1/3/2009 

Ossies Motor World 

87,280.00 

Roads 

Engineering 

25/05/2009 

Time Freight 

1,252.77 

Roads 

Engineering 

25/05/2009 

The Work Force Group 

209,878.50 

Roads 

Engineering 

25/05/2009 

The Work Force Group 

293,202.05 

Roads 

Engineering 

6/6/2009 

Enprocon 

35,568.00 

Roads 

Engineering 

6/6/2009 

Kwezi V3 Engineering 

306,214.25 

Roads 

Engineering 

6/6/2009 

S J Phenysne 

Transport 

152,491.55 


3,967,061.50 


Root cause 

Management’s philosophy and operating style do not promote effective control over financial 
reporting 


Risk 

Completeness, valuation and existence of assets will not be verified as the asset register is not 
complete 

Amounts disclosed in the financial statements maybe misstated 


Recommendation 

Management should implement controls to ensure that the asset register is compiled as 
prescribed. 


Management response 

Management response not received 

Auditor’s response 

Management comments still outstanding 


18. EX.63 - Fixed assets - Incomplete additions listing 
Audit finding 
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In terms of the section 63(2)(a)&(b) of the Municipal Finance Management Act No. 56 of 2003 
which states: " (2) The Accounting Officer must for the purpose of subsection (1) take all 
reasonable steps to ensure - (a) that the municipality has and maintains a management, 
accounting and information system that accounts for assets and liabilities of the municipality " 

During the audit of expenditure it was note that three Apple Laptops was purchased for the 
Municipal Manager and was not recorded in the additions list as well as asset register. The 
following serves as example: 



Payment 

date 

Invoice date 

Invoice 

No. 

Vote 

Supplier 

Vat 

Registration 

No. 

Total 

Excluding 

VAT 

167 

26/02/2009 

25/02/2009 

001907 

01 02 75 
0210 
003 

THE CORE 
COMPUTER 
STORE 

4710140056 

48,242.98 


Root cause 

The accounting officer/authority does not exercise oversight responsibility over financial reporting 
and internal control 

Management’s philosophy and operating style do not promote effective control over financial 
reporting 


Risk 

Assets figure disclosed on annual financial statement maybe understated 
Non disclosure of assets in asset register may be an indication of theft 
Unauthorised and irregular expenditure 


Recommendation 

Management should implement controls to ensure that the asset register is compiled as 
prescribed. 

Management should ensure that assets register is updated on regular basis 

Management should ensure that monthly reconciliation is done between the financial system and 

assets register. 


Management response 

Management response not received 


Auditor’s response 

Management comments still outstanding 


19. EX.72 - Fixed assets - Land incorrectly written-off 
Audit finding 

In terms of the section 63(2)(a)&(b) of the Municipal Finance Management Act No. 56 of 2003 
which states: 
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" (2) The Accounting Officer must for the purpose of subsection (1) take all reasonable steps to 
ensure - 

(a) that the municipality has and maintains a management, accounting and information system 
that accounts for assets and liabilities of the municipality " 

Furthermore it terms of International Accounting Standard 16 paragraph 67 which states: 

' The carrying amount of an item of property, plant and equipment shall be derecognised: 

(a) on disposal; or 

(b) when no future economic benefits are expected from its use or disposal. " 

During the audit of assets it was not that a council resolution was passed to write-off all asset 
below R5, 000.00. However included in these write-offs was land which has never been devalued 
since 1996 and the conclusion of no future economic benefits to be derived from these properties 
were not accurately determined. The following serve as an example: 


Asset description 

1 

• 

1 

• 


Cost 

LOT 9023 BLOEKOMBOSKAMP 

P.I.F 

31 May 1998 

3,000.00 

LOT 9029 SPRUITKAMP 

P.I.F 

31 May 1998 

500.00 

LOT 9041 OU SLAGPALEKAMP 

P.I.F 

31 May 1998 

700.00 

LOT 187/1 

P.I.F 

31 May 1998 

3,000.00 

LOT 750 

P.I.F 

31 May 1998 

322.75 

LOT 9003 KERKHOF 

P.I.F 

31 May 1998 

4,500.00 

LOT 9033 WELTEVREDEN 53 
PART 

P.I.F 

31 May 1998 

300.00 

LOT 15/3 

P.I.F 

31 May 1998 

1,300.00 

LOT 19 REM 

P.I.F 

31 May 1998 

1,000.00 

LOT 20 

P.I.F 

31 May 1998 

1,000.00 

LOT 21 

P.I.F 

31 May 1998 

1,000.00 

LOT 22 REM 

P.I.F 

31 May 1998 

600.00 

LOT 69 

P.I.F 

31 May 1998 

3,500.00 

LOT 121 REM 

P.I.F 

31 May 1998 

1,600.00 

LOT 125 REM 

P.I.F 

31 May 1998 

1,000.00 

LOT 137 REM 

P.I.F 

31 May 1998 

1,200.00 

LOT 138 

P.I.F 

31 May 1998 

1,000.00 

LOT 139 

P.I.F 

31 May 1998 

1,000.00 

LOT 140 

P.I.F 

31 May 1998 

1,000.00 

LOT 215 

P.I.F 

31 May 1998 

2,000.00 

LOT 277/1 

P.I.F 

31 May 1998 

1,000.00 

LOT 407 

P.I.F 

31 May 1998 

2,600.00 

LOT 406 

P.I.F 

31 May 1998 

2,600.00 

LOT 408 

P.I.F 

31 May 1998 

2,600.00 

LOT 503/2 

P.I.F 

31 May 1998 

500.00 

LOT 643/1 

P.I.F 

31 May 1998 

1,700.00 

LOT 783 

P.I.F 

31 May 1998 

4,400.00 

LOT 814 

P.I.F 

31 May 1998 

1,400.00 

LOT 815 

P.I.F 

31 May 1998 

1,400.00 

LOT 816 

P.I.F 

31 May 1998 

1,800.00 

LOT 817 

P.I.F 

31 May 1998 

1,500.00 

LOT 818 

P.I.F 

31 May 1998 

1,700.00 

LOT 819 

P.I.F 

31 May 1998 

1,600.00 

LOT 829 

P.I.F 

31 May 1998 

900.00 

LOT 830 

P.I.F 

31 May 1998 

900.00 

LOT 831 

P.I.F 

31 May 1998 

900.00 


Page 40 of 83 




















































































































































LOT 832 

P.I.F 

31 May 1998 

1,400.00 

LOT 833 

P.I.F 

31 May 1998 

3,000.00 

LOT 834 

P.I.F 

31 May 1998 

800.00 

LOT 836 

P.I.F 

31 May 1998 

800.00 

LOT 893 

P.I.F 

31 May 1998 

900.00 

LOT 155/1 

P.I.F 

31 May 1998 

3,500.00 

LOT 156/1 

P.I.F 

31 May 1998 

3,500.00 

LOT 156 REM 

P.I.F 

31 May 1998 

3,500.00 

LOT 741 

P.I.F 

31 May 1998 

1,500.00 

LOT 758/12 

P.I.F 

31 May 1998 

1,800.00 

LOT 929 

P.I.F 

31 May 1998 

2,000.00 

LOT 806/1 

P.I.F 

31 May 1998 

3,000.00 

LOT 806/5 

P.I.F 

31 May 1998 

2,700.00 

LOT 18/3 

P.I.F 

31 May 1998 

1,300.00 

LOT 133 

P.I.F 

30 June 1998 

4,500.00 

LOT 402 

P.I.F 

31 July 1998 

1,060.00 

LOT 715/1 

P.I.F 

30 June 2000 

915.00 

LOT 758/5 

P.I.F 

30 June 2000 

1.00 

LOT 152/3 

P.I.F 

30 June 2001 

1,314.75 

LOT 136/1 

P.I.F 

30 June 2001 

1.00 

LOT 141 

P.I.F 

30 June 2001 

1.00 

LOT 142 

P.I.F 

30 June 2001 

1.00 

LOT 157 REM 

P.I.F 

30 June 2001 

1.00 

LOT 503 REM 

P.I.F 

30 June 2001 

1.00 

LOT 1007 

P.I.F 

30 June 2001 

1.00 

LOT 1008 

P.I.F 

30 June 2001 

1.00 

LOT 1009 

P.I.F 

30 June 2001 

1.00 

LOT 1010 

P.I.F 

30 June 2001 

1.00 


94,522.50 


Root cause 

The accounting officer does not exercise oversight responsibility over financial reporting and 
internal control 

Management’s philosophy and operating style do not promote effective control over financial 
reporting 


Risk 

The completeness and accuracy of assets may not be able to be verified 
Annual financial statements maybe misstated 
Non-compliance with relevant legislation 


Recommendation 

Management should ensure that policies and procedures are put in place to ensure property is 
revalued annually. 

Management should ensure that a detailed asset write-off policy is developed and implemented 
immediately. 

Management response 

I am in agreement with the finding and these assets will be added to the fixed asset register. 
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Auditor’s response 

Management response have been noted, however matter will still remain on management report 
and audit report as no evidence of adjustment was provided for audit 


20. EX.77 - Fixed assets - Assets on floor could not be traced to register 
Audit finding 

In terms of the section 63(2)(a)&(b) of the Municipal Finance Management Act No. 56 of 2003 
which states: " (2) The Accounting Officer must for the purpose of subsection (1) take all 
reasonable steps to ensure - (a) that the municipality has and maintains a management, 
accounting and information system that accounts for assets and liabilities of the municipality " 


During the audit of assets it was noted that assets selected from floor to be traced back to asset 
register could not be done as assets were not bar-coded and assets which were barcode did not 
appear on asset register. The following serves as example: 


Asset Description 

Asset Number 

Asset Location 

Brown office desk 

3000 

Community Development Workers Office 

Grey office desk 

658 

Community Development Workers Office 

Grey office desk 

663 

Community Development Workers Office 

Samsung monitor Sync Master 713N 

660 

Community Development Workers Office 

Samsung monitor Sync Master 732N 

2971 

Community Development Workers Office 

Black desktop tower 

665 

Community Development Workers Office 

Black desktop tower 

2976 

Community Development Workers Office 

Minolta print DIALTA Di251 


Community Development Workers Office 

Lexmark printer xl250 

2969 

Community Development Workers Office 

HP LaserJet 1020 

661 

Community Development Workers Office 

Brown office desk 

273 

Deputy Manager Corporate Services 

Brown wooden cupboard 

272 

Deputy Manager Corporate Services 

Brown wooden bookshelft 

2973 

Deputy Manager Corporate Services 

HP LaserJet 1010 


Deputy Manager Corporate Services 

Dell CPU P4 

281 

Deputy Manager Corporate Services 

Dell Flat Monitor 

274 

Deputy Manager Corporate Services 

Leather chair 


Deputy Manager Corporate Services 

Brown wooden desk 

64 

Deputy Manager Corporate Services 

Brown leather chair 

2990 

CFO Offices 

Brown leather chair 


CFO Offices 

Brown wooden bookshelft 

2992 

CFO Offices 

Metal cupboard 

62 

CFO Offices 

Metal cupboard 

49 

Deputy CFO Office 

Metal fillinf cabinet 

50 

Deputy CFO Office 

Brown desk 

49 

Deputy CFO Office 
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OKI Microline MX Series 


Deputy CFO Office 

Epson CX 4900 

2854 

Deputy CFO Office 

Dell lattiude D520 

59 

Deputy CFO Office 

Brown coffee table 


Municipal Manager waiting area 

Brown material padded chair 

295 

Municipal Manager waiting area 

Brown material padded chair 

294 

Municipal Manager waiting area 

Brown material padded chair 

297 

Municipal Manager waiting area 

Brown material padded chair 

296 

Municipal Manager waiting area 

Sanyo executive bar fridge 

283 

Municipal Managers PA office 

HP PSC 1350 All-in One printer 

249 

Municipal Managers PA office 

HP LaserJet 4 Plus 

241 

Municipal Managers PA office 

Brown Desk 

251 

Municipal Managers PA office 

KIC Fridge 

112 

Kitchen 

Samsung microwave TDS 

113 

Kitchen 

Samsung Sync Master 713N 


Interns office in finance department 

HP Coampaq Pentium D 


Interns office in finance department 

Brown desk 


Interns office in finance department 

HP flat monitor 

1593 

Interns office in finance department 

Black HP CPU Pentium D 

1594 

Interns office in finance department 

Brown desk 

267 

Reception 

Nashua fax 33101c 


Reception 

Brown wooden fill cabinet 

258 

Reception 

Black CPU P4 

1632 

Reception 

Proline monitor Crystalview 7vir 

261 

Reception 

Metal filling cabinet 

9 

Interns office next to cashier 

Metal cupboard 

10 

Interns office next to cashier 

Furnsteel metal filling cupboard 

131 

Interns office next to cashier 

HP Compaq Pentium 4HT 

15 

Interns office next to cashier 

HP monitor flat L1706 

16 

Interns office next to cashier 

Cream wooden desk 


Interns office next to cashier 

Cream wooden desk 


Interns office next to cashier 


Panasonic printer FP-7824 


Interns office next to cashier 

HP flat monitor L1706 

1595 

Interns office next to cashier 

HP Compaq CPU Pentium D 

1596 

Interns office next to cashier 

Samsung ML 2010 Laser Printer 

1600 

Interns office next to cashier 

Steel filling cabinet 

141 

Interns office next to cashier 

Steel cupboard 

132 

Interns office next to cashier 

HP laserjet 1020 

134 

Interns office next to cashier 

Dell CPU OPTIPLEX 210L P4 

149 

Interns office next to cashier 

Dell flat black monitor 

147 

Interns office next to cashier 

Wooden display case 

35 

MANCO Boardroom 

Samsung Plano TV 

1630 

MANCO Boardroom 

Optoma Prector 

40 

MANCO Boardroom 

HP DeskJet 6943 

2210 

Corporate Services Office 

Dell Flat monitor 

253 

Corporate Services Office 

HP Compaq P$ 

228 

Corporate Services Office 




































































































































Dell CPU Black P4 

173 

Registry 

Apple Macbook 

2230 

Municipal Managers Office 

Kitchen Cabinet 

2073 

Museum 

Kitchen table 

2180 

Museum 

Piano 

2176 

Museum 

Round Brown wooden boardroom table 


MANCO Boardroom 

Brown leather chairs 


MANCO Boardroom 

Brown leather chairs 


MANCO Boardroom 

Brown leather chairs 


MANCO Boardroom 

Brown leather chairs 


MANCO Boardroom 

Brown leather chairs 


MANCO Boardroom 

Brown leather chairs 


MANCO Boardroom 

Brown leather chairs 


MANCO Boardroom 

Brown leather chairs 


MANCO Boardroom 

Brown leather chairs 


MANCO Boardroom 

Brown leather chairs 


MANCO Boardroom 


Root cause 

Management’s philosophy and operating style do not promote effective control over financial 
reporting 


Risk 

Completeness of assets can not be verified as the asset register is not complete 
Amounts disclosed in the financial statements maybe misstated. 


Recommendation 

Management should implement controls to ensure that the asset register is compiled as 
prescribed. 

Management should ensure that bi-annually or annual asset counts are carried out. For all assets 
under R5000 that are written off an inventory listing should be maintained for control purposes. 


Management response 

I am in agreement with finding, as was council's resolution to write of assets which are individually 
below R5000. If on an individual basis each asset is determined to be greater that R5000, they will 
be added back to fixed asset register. 


Auditor’s response 

Management responses have been noted, however matter will still remain on management report 
as no proof of adjustments was furnished. 
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PROVISIONS 

21. EX.44 - Provisions - Inaccurate calculation 
Audit finding 

In terms of International Accounting Standards 37 paragraph 14 and 36 which states: 

" A provision shall be recognised when: 

(a) an entity has a present obligation (legal or constructive) as a result of past events; 

(b) it is probably that an outflow of resources embodying economic benefits will be required to 
settle the obligation; and 

(c) a reliable estimate can be made of the amount of the obligation. 

The amount recognised as a provision shall be the best estimate of the expenditure required to 
settle the present obligation at the end of the reporting period. " 

During the audit of provisions the following was noted: 

• The basis for the calculation of leave provision for current year could not be verified as the 
leave provision for 07/08 financial year was carried forward from the 06/07 financial year. 

• The information used in the calculation of leave is inconsistent as the outstanding leave 
days on provision calculation does not agree to the outstanding leave days on the system 
generated report. 

The following serves as example: 


Pay Number 

Surname 

Initials 

Leave 
Balance as 
at 30/06/09 

Monthly 

Basic 

Leave 
Provision 
As at 30 
June 2009 
per 

FINANCIAL 

STATEMEN 

TS 

Leave 

balance 

per 

municipal 

system 

Leave 
Provision 
as per the 
system 
generated 
report 

261007 

Bocibo 

M A 

17 

R 3,958.43 

R 3,219.78 

23 

4,356.17 

268211 

Booysen 

AW 

28 

R 2,295.10 

R 3,074.78 


0.00 

273005 

Bayer 

C 

14 

R 7,075.47 

R 4,739.54 


0.00 

275110 

Bophela 

D G 

23 

R 7,175.90 

R 7,896.92 

29 

9,956.99 

273017 

Bophela 

T J 

20.5 

R 2,295.10 

R 2,251.17 


0.00 

275009 

Bowler 

L 

16 

R 11,556.37 

R 8,846.98 

22 

12,164.60 

261001 

Brown 

■SB 

39 

R 22,121.06 

R 41,278.53 


0.00 

263009 

Buthelezi 

B S 

13 

R 7,319.51 

R 4,552.81 

18 

6,303.88 

8006115 

Buthelezi 

N W 

12 

R 2,295.10 

R 1,317.76 


0.00 


Buthelezi 

RM 

4 

R 4,401.22 

R 842.34 

12 

2,527.02 

263021 

Cele 

BP 

14 

R 6,569.23 

R 4,400.44 

20.11 

6,320.92 

268008 

Cele 

S P 

9 

R 5,878.86 

R 2,531.57 

12 

3,375.42 

272016 

Danisa 

S P 

17 

R 2,295.10 

R 1,866.83 


0.00 

265001 

Dekker 

N M 

24.5 

R 22,121.06 

R 28,577.45 


0.00 

275007 

De Paiva 

S 

19 

R 7,319.51 

R 7,354.53 

27 

9,455.83 

269019 

DIadIa 

zs 

22 

R 2,868.93 

R -274.54 


0.00 

265135 

DIamini 

S B 

10 

R 3,959.93 

R 2,273.64 

12 

2,273.64 

501116 

Els 

R 

17 

R 10,448.22 

R 9,498.38 

11.1 

5,549.05 

272000 

Pick 

D 

21.5 

R 3,959.43 

R 4,073.09 

26.5 

5,020.33 

265131 

Hambridge 

T H 

18 

R 3,412.83 

R 2,939.28 


0.00 

267036 

Hlatshwayo 

B J 

16 

R 3,959.43 

R 3,031.14 

22 

4,167.82 
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263014 

Hlophe 

T W 

18 

R 4,355.15 

8006230 

Khoza 

A M 

11 

R 2,295.10 

265123 

Khumalo 

BA 

41 

R 2,295.10 

261006 

Keiwiets 

B J W 

30 

R 7,648.01 

265004 

Koekemoer 

M H 

11 

R 14,031.98 

263018 

Koster 

H WU 

10 

R 9,030.21 

260002 

Kubeka 

V M 

56 

R 31,906.31 

261005 

Lens 

C 

20 

R 8,021.35 

261016 

Mabuza 

B L 

25 

R 3,959.43 

501021 

Madiba 


10 

R 2,295.10 

262002 

Magubane 

ss 

9 

R 7,937.11 

8006119 

Makhubu 

B J 

0 

R 2,295.10 


Mark 

R 

4 

R 7,936.11 

261113 

Masondo 

KMH 

10 

R 6,161.30 

265038 

Masondo 

K L 

25 

R 3,959.43 

273006 

Masondo 

G S 

30 

R 2,844.09 

8006231 

Mangele 

S A 

0 

R 2,295.10 

268009 

Mazibuko 

S P 

20 

R 3,959.43 

272009 

Mazibuko 

JS 

0.5 

R 3,959.43 

273015 

Mbatha 

B J 

31 

R 2,295.10 

501011 

Mbatha 

L 

26 

R 5,428.80 

273004 

Mbatha 

V P 

14 

R 2,844.09 

267019 

Mbulli 

M H 

14 

R 3,959.43 

275114 

Mbulli 

ST 

12 

R 3,959.43 

272110 

Mdlalose 

T J 

36 

R 2,295.10 

272019 

Meyer 

C A 

11 

R 3,959.43 

275118 

Mhlongo 

G P N 

30 

R 11,563.96 

268001 

Mlangeni 

M V 

17 

R 5,878.86 

261112 

Mokoena 

MV 

17 

R 6,843.63 

501019 

Motha 

ZS 

22 

R 9,030.21 

267018 

Mtshali 

T G 

31 

R 4,315.75 

267109 

Mvuyo 

K J 

19 

R 4,355.15 

268011 

Ndlela 

T A 

7 

R 4,355.15 

261019 

Ndlela 

T B 

25 

R 3,959.43 

267017 

Ndlovu 

■ME 

20 

R 3,955.03 

267002 

Ndlovu 

BE 

7 

R 2,303.08 

268129 

Ndlovu 

ST 

2 

R 2,295.10 

261110 

Ndlozi 

ST 

18 

R 6,788.57 

268013 

Nene 

Q N 

35 

R 3,959.43 

27516 

Ngilande 

TH 

4 

R 6,160.38 

272113 

Ngwenya 

■B 

20 

R 2,295.09 


Nkabinde 

LE 

2 

R 23,020.83 

268123 

Nhlapho 

V V 

5 

R 2,295.10 

26120 

Nkosi 

SF 

4 


275003 

Ntombela 

S 

41 

R 14,031.84 

267125 

Nxumalo 

D V 

2 

R 2,295.10 

501010 

Nyembe 

F 1 

38 

R 4,355.15 

267001 

Potgieter 

A 

21 

R 9,061.53 

263001 

Reynard 

A R 

38 

R 15,114.41 

275010 

Seaton 

J 

18 

R 4,822.36 

265022 

Shabangu 

■B 

12 

R 2,706.57 
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R 

3,750.85 

R 

1,207.75 

R 

4,502.35 

R : 

10,978.00 

R 

7,385.25 

R 

4,320.67 

R 1 

85,490.59 

10 912.60 

R 

4,736.16 

R 

3,563.67 

R 

3,417.89 

R 0.00 

_R 

1,518.87 

R 

2,947.99 

R 

4,736.16 

R 

4,082.43 

R 0.00 

R 

3,788.93 

R 94.72 

R 

3,404.22 

R 

6,753.53 

R 

1,905.12 

R 

2,652.25 

R 

2,273.36 

R 

3,953.28 

R 

2,083.91 

R : 

16,598.99 

R 

4,781.85 

R 

5,566.59 

R 

9,643.91 

R 

6,401.35 

R 

3,959.23 

R 

1,458.66 

R 

4,736.16 

R 

3,784.72 

R 771.37 

R 219.63 

R 

5,846.61 

R 

6,630.62 

R 

1,179.02 

R 

2,196.26 

R 

2,202.95 

R 549.07 

R 0.00 

r: 

27,526.58 

R 219.63 

R 

7,918.45 

R 

9,104.89 

R : 

27,480.75 

_R 

4,153.23 

R 

1,554.01 



833.52 


0.00 

0.00 

12,807.67 

7,385.25 

6,913.08 

0.00 

9,211.12 

4,357.27 

0.00 

7,215.55 

0.00 

5,908.41 

5,394.82 

1,515.57 

0.00 

0.00 

0.00 

1,041.96 

0.00 

4,415.77 

0.00 

3,788.93 

3,410.04 

0.00 

3,220.59 

19,918.78 

3,656.71 

0.00 

7,345.15 

0.00 

5,209.51 

2,708.94 

5,872.84 

4,352.43 

0.00 

0.00 

7,795.49 

2,273.36 

3,596.01 

0.00 

0.00 

0.00 

0.00 

31,554.86 

0.00 

9,168.74 

11,272.72 

20,248.97 

5,537.64 

1,424.51 






























































































































































































































































































































































































267016 

Shabangu 

Bm 

5 

R 3,973.19 

R 950.52 


0.00 

267124 

Shabangu 


5 

R 4,231.09 

R 1,012.22 


0.00 

267122 

Sibiya 

L J 

4 

R 3,998.03 

R 765.17 

9 

1,721.64 

267015 

Simelane 

J R 

22 

R 3,973.19 

R 4,182.31 

4 

760.42 

268006 

Simelane 

N J 

22 

R 3,959.43 

R 4,167.82 

5 

947.23 

265033 

Sithole 

B E 

13 

R 5,428.80 

R 3,376.77 

19 

4,935.27 

272005 

Slaffa 

J 

0 

R 3,959.43 

R 0.00 

6 

1,136.68 

261018 

Slava 

T N 

28 

R 2,295.10 

R 3,074.78 


0.00 

265015 

Tshabalala 

M A 

13 

R 5,428.80 

R 3,376.77 

48 

12,468.06 

265111 

Van Wyk 

P C 

22 

R 4,015.38 

R 4,226.72 


0.00 

267010 

Xaba 

T N 

2 

R 5,447.65 

R 521.31 

8 

2,085.22 

273002 

Xulu 

H V 

42 

R 2,844.09 

R 5,715.40 


0.00 

501018 

Zulu 

BZ 

3 

R 3,959.22 

R 568.31 

9 

1,704.93 

268128 

Zulu 

B 

11 

R 2,295.10 

R 1,207.95 


0.00 

263019 

Zulu 

BPN 

19 

R 6,569.41 

R 5,972.19 

10.12 

3,180.98 

265010 

Zwane 

J 1 

4 

R 4,355.15 

R 833.52 

7 

1,458.66 

267112 

Zwane 

K M 

27 

R 3,959.43 

R 5,115.05 

33 

6,251.73 


R 513,391.71 327,478.69 


Provision per financials 
Provision per the recalculation based on 
system report leave balances 
Difference 


333,704.61 

212,861.15 

120,843.46 


Root cause 

Policies and procedures related to financial reporting are not established and communicated 


Risk 

Overstatement of provision in annual financial statements 


Recommendation 

Management should ensure that the basis for calculation for the provision is consistent with prior 
year. 

Management should ensure that the provision represents the best reasonable estimate for the 
provision 

Management response 

I am in agreement with the finding 

The leave balances as per the system and the above schedule provided by H/R do not agree and 
there are employees not included on the system .Instructions will be given for the leave register 
and the computer system to be reconciled to clear the differences and thereafter to be reconciled 
on a monthly basis 

In view of the fact that the above schedule includes all employees and the reserve in the financial 
statements exceeds the system calculation it is considered that the higher of the two should apply 
The 2009/10 financial statements will be based on the leave register to be reconciled with the 
computer system. 
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Auditor’s response 

Management response have been noted, however matter will still remain on management report 
and audit report as the exact figure for provision can not be determined by the municipality due to 
inaccurate leave register. 


RECEIVABLES 

22. EX.48 - Discrepancies on the balances 
Audit finding 

In terms s64(l) of MFMA states that, "the accounting officer of a municipality is responsible for the 
management of revenue of the municipality, subsection (2) "the accounting officer must for the 
purposes of subsection (1) take all reasonable steps to ensure, that all revenue received by the 
municipality including revenue received by any collecting agent is reconciled at least on a weekly 
basis. 

During the audit of debtors it was observed that there were variances between the 
amount disclosed in the financial statements and the amount as per general ledger for 2009. 

The following illustrates: 

Amount as per financial statement R 2, 706,874.00 
Amount as per general ledger R 2, 117, 502.38 
Audit Variance R 589, 371.62 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial reporting 


Risk 

Amounts in the financial statements maybe materially misstatement. 


Recommendation 

Financial statement should be based on the accurate information 


Management response 

Management response not yet received 


Auditor’s response 

Awaiting management comment 
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RESERVES 

23. EX.40 - Accumulated surplus - Adjustment 
Audit finding 

It was observed during the audit of Accumulated surplus that adjustment disclosed in note 
16.1 amounting to RIO, 890,623 cannot be supported by appropriate documentation. 
Furthermore no detailed breakdown was furnished relating to this amount. 


Root cause 

Manual or automated controls are not designed to ensure that the transactions occurred, are 
authorised, and are completely and accurately processed 


Risk 

Fictions transaction could be processed against accumulated surplus. 
Accumulated surplus/ deficit may be understated. 

Limitation of scope. 


Recommendation 

Management should ensure that transaction recorded in the accumulated surplus adjustment is 
supported by appropriate documentation. 

Supporting document should be furnished for audit purposes 


Management response 

Management response not received 


Auditor’s response 

Management responses still outstanding 


24. EX.41 - Accumulated Surplus -Opening Balances 

It was observed during the audit of accumulated surplus that comparative figures (opening 
balance) does not agree to prior year audited financial statements. 

The following illustrate the above: 

Comparative figures as per audited financial statement -R6 509 302-00 
Comparatives as per General ledger and trial balance -R1 783 224.60 
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Audit differences 


-R4, 726, 077.40 


Root cause 

Manual or automated controls are not designed to ensure that the transactions occurred, are 
authorised, and are completely and accurately processed. 


Risk 

Comparative are misstated in the financial statements could result in audit qualification 


Recommendation 

Management should ensure that amount recorded in the financial statements are accurate, 
authorised, and complete and are supported by appropriate documentation such as journals. 
Management should ensure that financial statements are reviewed by independent officials before 
being submitted for audit purpose. 

Detailed explanation and documentation should be furnished for audit purposes. 


Management response 

I am in agreement with the finding 

The adjustment was due to prior year disclaimer corrections. They will be restated as “prior year 
adjustments “in the financial statements. 

Auditor’s response 

Management response noted, however evidence of this restatement has not been provided to date 
therefore the matter will still remain on management report and audit report 


25. EX.75 - Reserves - Opening balances does not agree to prior year closing balance 
Audit finding 

In terms of section 62(l)(b) of the Municipal Finance Management Act No. 56 of 2003 which 
states: " (1) The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to ensure - 
(b) that full and proper records of the financial affairs of the municipality are kept in accordance 
with any prescribed norms and standards " 

During the audit of reserves it was note that the prior year closing balances of R7, 584039 does not 
agree to current year opening balance of R7, 634,235. There is an explained difference of 
R99,506. 
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Root cause 

The accounting officers does not exercise oversight responsibility over financial reporting and 
internal controls 


Risk 

Misstatement of opening balances in annual financial statements. 


Recommendation 

Management should ensure controls over effective financial reporting exist at all levels 
Management should ensure appropriate adjustments should be effected and proof of adjustments 
be made available for audit purposes. 


Management response 

I am in agreement with the finding, differences in the opening balances will be adjusted as part of 
prior year adjustments per Appendix A 

Auditor’s response 

Management response have been noted, however matter will still remain on management report 
and audit report as no evidence of adjustments was provided for audit. 

REVENUE 

26. EX.47 - Short term portion of long term debtors not disclosed 
Audit finding 

S 64(1) of MFMA states that,:" The accounting officer of the municipality is responsible for the 
management of revenue of the municipality, (2) The accounting officer must for the purposes of 
subsection (1) take all reasonable steps to ensure, (e) that the municipality has and maintains a 
management, accounting and information system which,- recognises revenue when it is earned; - 
accounts for debtors, - accounts for receipts of revenue, (f) that the municipality has and maintains 
a system of internal control in respect of debtors and revenue as may be prescribed. 

During the audit of debtors it was observed that the short term portion of the long term debtors was 
not disclosed on the financial statements. 

Long term debtors are misstated on the financial statements. 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable as assessment of the 
effectiveness of the internal control over financial reporting. 


Risk 

Non compliance with applicable procedures 


Recommendation 

Steps should be taken to ensure that all the disclosures are disclosed in the financial statements. 
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Management response 


1. I am in agreement with the finding . 

2. The short term portion of long term debtors of R 206 183 (vote 01 06 50 3001 001) 
amounts to R 31 968. Working paper attached hereto. The financial statements will be 
amended to reflect the correct position. 


Auditor’s response 

Management response has been noted. However no evidence of restatement of financial 
statements has been provided to date therefore matter will remain on management report and 
audit report. 


TAXES 

27. EX.28 - Vat - No reconciliations done 
Audit finding 

In terms of section 62(l)(b) of the Municipal Finance Management Act No. 56 of 2003 which 
states: “The accounting officer of a municipality is responsible for the managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to ensure - 
(b) that full and proper records of the financial affairs of the municipality are kept in accordance 
with any prescribed norms and standards " 

During the audit of Vat it was noted that no reconciliation was done between VAT 201 returns 
and general ledger for the 08/09 financial year end. Adequate conclusion regarding amounts 
disclosed per the Vat returns could not be ascertained due to the lack of supporting reconciliations 
The following difference was noted between the general ledger and the Vat 201: 


General ledger 
R201 


Output Vat 

Input Vat 

Refundable/(Payble) 

1,730,353.64 

1,066,663.54 

2,089,377.38 

1,674,723.70 

(359,023.74) 

(608,060.16) 

663,690,10 

414,653,68 

249,036.42 


Root cause 

Control activities are not selected and developed to mitigate risks over financial reporting 


Risk 

The VAT balance in the general ledger may be misstated at year end 

The absence of reconciliations compromises reliance over the completeness and accuracy of 

recorded Vat debtor 


Recommendation 

Management should put controls in place to identify and record pertinent operational and financial 
information relating to internal and external events. 

There should be adequate communication between management and staff to ensure effective 
operations within the municipality. 
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Management response 

I am not in agreement with the finding for the following reasons: 

• VAT reconciliation was performed on a spread sheet. Documentation attached. 

Auditor’s response 

Management response have been noted, however reconciliation provided does not agree the Vat 
201 to general ledger matter will still remain on management report. 


28. EX.29 - Vat - Opening balances does not agree prior year closing balance 
Audit finding 

In terms of section 62(l)(b) of the Municipal Finance Management Act No. 56 of 2003 which 
states: " (1) The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to ensure - 
(b) that full and proper records of the financial affairs of the municipality are kept in accordance 
with any prescribed norms and standards " 

During the audit of Vat it was note that the prior year closing balance of R195,857 does not agree 
to current year opening balance of R222,962.75. There is a difference of R27,105.75. 


Root cause 

The accounting officers does not exercise oversight responsibility over financial reporting and 
internal controls 


Risk 

Misstatement of opening balances in annual financial statements. 


Recommendation 

Management should ensure controls over effective financial reporting exist at all levels 
Management should ensure appropriate adjustments should be effected and proof of adjustments 
be made available for audit purposes. 

Management response 

I am in agreement with the finding for the following reason 

• This matter will be investigated and corrected if necessary. 


Auditor’s response 
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Management response have been note, however matter will still remain on management report 
has no corrective actions have taken place to date. 


29. EX.39 - Vat - Journals not provided 
Audit finding 

In terms of section 62(l)(b) of the Municipal Finance Management Act No. 56 of 2003 which 
states: " (1) The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to ensure - 
(b) that full and proper records of the financial affairs of the municipality are kept in accordance 
with any prescribed norms and standards " 

During the audit of Vat it was noted that journals could not be provided due to journal file been 
misplaced. The following serves as example: 


DATE 

HHB 

AMOUNT 

11/28/2008 

J7 

4,204.53 

11/28/2008 

J4 

1,138.79 

11/28/2008 

J6 

2,417.54 

12/31/2008 

J3 

1,768.08 

12/31/2008 

J5 

2,802.96 

8/30/2008 

J7 

134,037.08 


146,368.98 


Root cause 

Management’s philosophy and operating style do not promote effective control over financial 
reporting. 


Risk 

Unauthorised transaction maybe processed 
Limitation of scope as documents not provided for audit 


Recommendation 

Management should ensure that policies are put in place to address the safeguarding of 
documents. 


Management response 

I am in agreement with the finding 

Please refer to query EX 24 explanations .The amount of R 134 037.08 is in respect of an 
adjustment to electricity debtors of R 1 091 444.80 

The other amounts will be explained when the missing journal file is located 
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Auditor’s response 

Management response have been noted, however the matter will still remain on management 
report as the journal file was still not provide for audit. 


VALUE FOR MONEY 

30. EX.43 - Infrastructure Projects-Phase 1 Tender documents not furnished 
Audit finding 

In terms of section 12(l)(b) & (c) of the Municipality Supply Chain Management Regulation which 
states : " A supply chain management policy must subject to regulations 11(2), provide for the 
procurement of goods and services by way of - (b) written or verbal quotations for procurement of a 
transaction value over R2,000 up to RIO, 000 (Vat included), (c) formal written price quotations for 
procurement of a transaction value over RIO, 000 up to R200,000 (Vat included); and (d) a 
competitive bidding process for - (i) procurement above a transaction value of R200,000 (Vat 
included). 

Furthermore in terms of section 17(l)(a) & (b) & (c) of the Municipality Supply Chain Management 
Regulations which states: 

" A supply chain management policy must stipulate the conditions for the procurement of goods 
and services through formal written price quotations, which must include conditions stating - 

(a) that quotations must be obtained in writing from at least three different providers whose 
names appear on the list of accredited prospective providers of the municipality; 

(b) that quotations may be obtained from providers who are not listed, provided that such 
providers meet the listing criteria in the supply chain management policy; 

(c) that if it is not possible to obtain at least three quotations, the reasons must be recorded and 
approved by the chief financial officer or an official designated by the chief financial officer " 

During the audit of infrastructure projects it was observed that: 

No tender documents were furnished for audit purposes amounting R3 776 000 awarded to KV3 
engineering: 

No evidence that tender was advertised. 

No evidence that competitive bidding process was followed. 

No minutes tender specification, evaluation and adjudication committee were made available for 
audit purposes. 

No report from adjudication committee to the Accounting officer was made available for audit 
purposes. 


Root cause 

On going monitoring is not evident 


Risk 

Non compliance with supply chain management process 


Recommendation 
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Management should ensure that procurement processes are adhered to and followed up. The 
above amount must be disclosed as irregular expenditure in the financial statements. 

Tender documents should be made available for audit purposes 


Management response 

I’m not in agreement with the finding for the following reasons. 

A. The municipality took over an existing MIG Business plan from Amajuba district council as they 
were previously implementing MIG on the behalf of this municipality. 

The reason been: 

1. There was not MIG Business plan available not even a draft that could have been 
approved by MIG Provincial of National that could be adopted, by the council. 

2. The MIG allocation came directly to this Municipality unannounced via the National 
Dora allocation where for the past three years it went to Amajuba district 
municipality. 

3. The municipality had a deadline to spent the R3 776 000 before 20 March 2009. 

B. Then the staff of the Municipal Manager went the process of obtaining the opinion of KZN LGTA 
MIG Office in a meeting held on 20 August 2008, At that meeting it was resolved the Amajuba 
Rural project will be registered in the name of the local municipality and that the Municipality 
should consider the utilisation of the same consultants KV3 to fast track the process. 

C. KZN LGTA MIG office in a meeting held on the 20 August 2008 considered removing the money 
from Emadlangeni Municipality and reallocating it to other municipality that had approved business 
plan.. 

D. At a council meeting of 29 October 2008 the matter was reported to the council and resolution 
was obtained. 

The amount on the audit finding of A tender awarded to R3 776 000 is not correct. 

The R3 776 OOOwas the whole MIG allocation for the year as per the close out report it can also be 
seen that roads was build with the majority of this grant. 

KV3 was the consultant on the project and could only claim professional fees, disbursement and 
some payments towards local labour .Please see their attached proposal (R339 830 and R252 
000 ). 

The documentation in support of this is attached. 

Conclusion. 

The then acting Municipal Manager and the Acting CFO appointed KV3 under section 110(2)© of 
the MFMA contacts already procured by a other organ of the state. 


Auditor’s response 

Management responses has been noted, only awaiting documentation as discussed at the audit 
steering committee meeting from (Mr I Dekker) will resolve matter. 


COMPL. WITH LEGISL. (NON-FINANCIAL STATEMENTS) 
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1. EX.4 - Audit committee inadequately functioning 
Audit finding 

In term of section 166 of the Municipal Finance Management Act 56 of 2003 which states the 
following: 

" (1) Each municipality and each municipal entity must have an audit committee, subject to 
subsection (6). 

(2) An audit committee is an independent advisory body which must — 

(a) advise the municipal council, the political office-bearers, the accounting officer and the 
management staff of the municipality, or the board of directors, the accounting officer and the 
management staff of the municipal 

entity, on matters relating to — 

(i) internal financial control and internal audits; 

(ii) risk management; 

(iii) accounting policies; 

(iv) the adequacy, reliability and accuracy of financial reporting and information; 

(v) performance management; 

(vi) effective governance; 

(vii) compliance with this Act, the annual Division of Revenue Act and any other applicable 
legislation; 

(viii) performance evaluation; and 

(ix) any other issues referred to it by the municipality or municipal entity; 

(b) review the annual financial statements to provide the council of the municipality or, in the 
case of a municipal entity, the council of the parent municipality and the board of directors of the 
entity, with an 

authoritative and credible view of the financial position of the municipality or municipal 
entity, its efficiency and effectiveness and its overall level of compliance with this Act, the annual 
Division of Revenue Act and 

any other applicable legislation; 

(c) respond to the council on any issues raised by the Auditor-General in the audit report; 

(3) In performing its functions, an audit committee — 

(a) has access to the financial records and other relevant information of the municipality or 
municipal entity; and 

(b) must liaise with — 

(i) the internal audit unit of the municipality; and 

(ii) the person designated by the Auditor-General to audit the financial statements of the 
municipality or municipal entity. 

(4) An audit committee must- 

(b) meet as often as required to perform its functions, but at least four time a year." 

Further more in terms of Government Gazette no. 773 (Government Notice no. 26511) of 1 July 
2004, all low capacity municipalities should have a functioning audit committee in place from 
2007/2008 financial year 


During the evaluation and audit of audit committee the following was noted: 

• The audit committee charter in place not approved by council 

• There was no communication between the audit committee and council 

• There was no review of internal financial controls, risk management and accounting 
policies, performance management . 

• There was no review of annual financial statements and feed back provided to council 

• There was no review of Auditor General Report and feed back on issues raised by the 
Auditor General given to council 

• There was no meeting held with the Auditor General staff during the year under review. A 
meeting was held subsequent to year end. 

• The audit committee only met twice in the year under review. 
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Root cause 

Reviews by the audit committee are not evident. 


Risk 

Non-compliance with the applicable legislation. 

The audit committee may not be effective in its oversight role 


Recommendation 

Steps should be taken to ensure that audit committee charter is approved and committee functions 
within terms of the charter and the above mentioned legislation. 


Management response 

I am in agreement with the finding 

This audit query will be forwarded to the Audit committee for their attention .Although the 
committee (shared with Amajuba district council) does have a charter it is still to be submitted to 
this council for approval and this will be done. Minutes of the meetings will in future be tabled in 
Council. 


Auditor’s response 

Management response have been noted, however the matter will remain on the management 
report under other matters 


2. EX.6 - Internal audit 
Audit finding 

In terms of section 165 of the Municipal Finance Management Act of 2003 which states: 

" (1) Each municipality and each municipal entity must have an internal audit unit, subject to 
subsection (3). 

(2) The internal audit unit of a municipality or municipal entity must — 

(a) prepare a risk-based audit plan and an internal audit program for each financial year; 

(b) advise the accounting officer and report to the audit committee on the implementation of the 
internal audit plan and matters relating to — 

(i) internal audit; 

(ii) internal controls; 

(iii) accounting procedures and practices; 

(iv) risk and risk management; 

(v) performance management; 

(vi) loss control; and 

(vii) compliance with this Act, the annual Division of Revenue Act and any other applicable 
legislation; and 

(c) perform such other duties as may be assigned to it by the accounting officer " 

The following was noted during the planning phase of audit: 

• There was no approved internal audit charter 

• There was no approved internal audit plan 
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The annual plan did not address the audit of loss control, risk and risk management and 
accounting procedures and practices. 


Root cause 

Reviews by internal audit are not evident. 


Risk 

Internal audit not functioning as intended. 

Non compliance with applicable legislation. 

Internal control weakness may go undetected and no corrective actions taken 


Recommendation 

Management should ensure that the internal audit function in terms of applicable legislation 


Management response 

I am in agreement with the finding 

An internal audit plan was however in place - attached hereto . These queries will be referred to 
the internal audit committee for attention 


Auditor’s response 

Management response have been noted, however matter will remain on management report under 
other matters 

3. EX.7 - Performance measurement audit not done 
Audit finding 

In terms of section of 45 of the Municipal Systems Act of the 2000 which states: 

" The results of performance measurements in terms of section 41 (1) (c) must be audited — 

(a) as part of the municipality’s internal auditing processes; and 

(b) annually by the Auditor-General. " 

During the planning phase of the audit internal audit function it was noted that audit 
of performance measurement was not done for the year under review by the internal 
audit unit. 


Root cause 

Reviews by internal audit are not evident. 


Risk 

Non compliance with legislation 
Performance indicators may be incorrect 
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Performance indicators may not be measurable and inline with performance contract and strategic 
plan of the municipality 

Recommendation 

Management should ensure that the internal audit performs all tasks as stipulated by applicable 
legislation 


Management response 

I am in agreement with the finding 

This will be brought to the attention of the internal audit committee for their attention 


Auditor’s response 

Management response have been note, however this matter will remain in management report 
under other important matters 


4. EX.68 - Cash and Bank - Reconciling items not cleared timeously 
Audit finding 

In terms of Municipal Finance Management Act, Act no. 56 of 2003 : The Accounting Officer of a 
municipality:- 

(a) must administer all the municipality's bank accounts 

(b) is accountable to the municipal council for the municipality's bank accounts 

During the audit of cash and bank the "Cashbook Reconciliation with ledger" was provided, upon 
inspection the following was noted: 


Outstanding 

cheques 

Creditors 

cheques 634,876.87 

Salary 

cheques 293,225.49 

Previous 

outstanding 82,852.44 


It is not clear for how long these cheques 
details nor breakdown was provided 
It is not clear for how long these cheques 
details nor breakdown was provided 
It is not clear for how long these cheques 
details nor breakdown was provided 


have been outstanding 
have been outstanding 
have been outstanding 


as neither 
as neither 
as neither 


1,010,954.80 


Direct deposits 


Direct deposits not receipted 

30,762.68 

Direct deposits duplicated in December 08 & January 09 

5,209.51 


35,972.19 


Salaries 


Salary cheque advanced not in the ledger-September 2008 


19182 

52,811.15 

19183 

18,618.54 


71,429.69 
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The above items serve as indication that the cashbook does not agree to the general ledger. 


Root cause 

The accounting officer/authority does not exercise oversight responsibility over financial reporting 
and internal control. 


Risk 

There may be stale cheques that need to be written back to creditors and as a result the 
outstanding cheques is overstated 


Recommendation 

Management should exercise proper financial management practices throughout the year by 
ensuring that adequate monitoring and supervision of staff is sufficient and effective. A breakdown 
of the listing must be provided by management. 


Management response 

Management response not received 


Auditor’s response 

Management comments still outstanding 


EX.33 Revenue - Unaccounted prepaid electricity sales 
Audit Finding 

In terms of the Municipal Finance Management Act (MFMA) Section 64 Revenue Management 
which state: (1) The Accounting Officer of a municipality is responsible for the management of the 
revenue of the municipality. 

(2) The Accounting Officer must take all reasonable steps to ensure: 

(a) that the municipality has effective revenue collection systems consistent with section 95 of the 
Municipal Systems Act and the municipality's credit control and debt collection policy, 

(b) that revenue due to the municipality is calculated on a monthly basis, 

(c) that accounts for municipal tax and charges for municipal services are prepared on a monthly 
basis, or less often as may be prescribed where monthly accounts are uneconomical, 

(d) that all money received is promptly deposited in accordance with this act into the municipality's 
primary or other bank accounts. 

During the audit of prepaid electricity sale it was observed that the municipality does not have 
adequate controls in place to effectively manage cash received from sale of prepaid electricity as 
the following sales that are recorded on the Syntel System were not accounted for: 


Point of sale 

Counter 

Arts & Culture 

Engen 

AVM 

Journals 

Total 

GL Rand 

399,656.64 

211,852.60 

660,010.54 

- 

30,997.42 

1,302,517.20 

Syntel 

415,978.65 

388,261.25 

1,150,008.50 

1,780.70 

- 

1,956,029.10 

Difference 

(16,322.01) 

(176,408.65) 

(489,997.96) 

(1,780.70) 

30,997.42 

(653,511.90) 


Root Cause 
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The accounting officer/authority does not exercise oversight responsibility over financial reporting 
and internal control. 


Risk 

Revenue in the Financial statements is understated 


Recommendation 

Management should ensure adequate controls are in place to safeguard money received and to 
have a process in place for the correct recording of all monies received 


Management response 

Management response has not yet been received 

Auditors Comment 

Management comment not yet received 

OTHER DISCLOSURES 

5. EX.74 - Disclosure notes-Non disclosure of compulsory disclosure item 
Audit finding 

In terms of section 125(l)(b) of the Municipal Finance Management Act, Act no. 56 of 2003: The 
notes to the financial statements of a municipality must include the total amount of contributions to 
organised local government for financial year, and the amount of any contributions outstanding at 
the end of the year. 

During the audit of other compulsory disclosures it was noted that balance outstanding for 
contributions to organised local government was included in trade creditors and accruals as 
provision for leave for an amount of R337 002. 


Root cause 

The accounting officer/authority does not exercise oversight responsibility over financial reporting 
and internal control 


Risk 

Provisions are overstated and Contributions to Local Govt are understated by R 337 002 


Recommendation 

Management should ensure they comply with S125 of the MFMA "Other Compulsory disclosures" 
and disclose information correctly in the financial statements. 


Management response 

I am in agreement with the finding FINANCIAL STATEMENTS will be adjusted for relevant 
disclosure 

Auditor’s response 
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Management response have been noted, however matter will still remain on management report 
and audit report as no evidence of adjustments was provided for audit. 


6. EX.32 - Creditors - Payments not made with in 30 days 
Audit finding 

In terms of section 65(2)(e) of the Municipal Finance Management Act No. 56 of 2003 which 
states: 

" (1) The accounting officer of a municipality is responsible for the management of the expenditure 
of the municipality. 

(2) The accounting officer must for the purpose of subsection (1) take all reasonable steps to 
ensure - 

(e) that all monies owing by the municipality be paid within 30 days of receiving the relevant 
invoices or statement, unless prescribed otherwise for certain categories of expenditure " 

During the audit of creditors it was note that the invoices were not paid within 30 days as evident 
by the payment day that are well over 30 days from date of invoice. The following severs as an 
example: 


Cheque 

No. 

Payment 

date 

Vote 

Supplier 

Total 

Excluding VAT 

29 

1/11/2008 

01 02 64 0267 025 

KEEWAVE TRADING 145 

251,760.50 

85 

12/12/2008 

01 02 64 0143 013 

SUPER SIZE INVESTMEN 

13,050.00 

91 

12/12/2008 

01 02 64 0143 014 

GUARANTEE TRUST ZULU 

34,375.00 

149 

11/2/2009 

01 05 01 0370 025 

UTRECHT AUTO & GENERAL 

24,426.40 

155 

2/2/2009 

01 02 64 0140 019 

VANTAGE HOLDINGS (PTY) 

150,000.00 

160 

2/2/2009 

01 02 64 0140 019 

ERNST & YOUNG 

120,000.00 

168 

26/02/2009 

01 02 64 0257 000 

SHEPSTONE & WYLIE 

11,028.89 

179 

31/03/2009 

01 02 64 0143 013 

MADAYENI CONSULTING 

34,912.50 

245 

30/04/2009 

01 02 64 0143 013 

L D CONSULTING 

65,752.00 

249 

7/4/2009 

01 02 64 0370 025 

UTRECHT AUTO & GENER 

28,853.71 

20694 

30/09/2008 

01 02 64 0258 000 

HSK SIMPSON & PARTNERS 

48,135.73 

21001 

26/05/2009 

01 02 64 0143 010 

MABU MANAGEMENT SOLUTIONS 

20,900.00 

ET0005 

10/10/2008 

01 02 61 0211 000 

DURBAN UNIVERSITY OF 
TECHNOLOGY 

15,134.90 

ET0019 

20/10/2008 

01 02 60 0116 000 

ILANGA 

5,847.28 

ET0021 

20/10/2008 

01 02 75 0373 003 

PAY-DAY - SOFTWARE 

13,046.55 

ET0024 

15/10/2008 

01 02 63 0250 000 

AON S A (PTY) LTD 

10,000.00 

ET0024 

15/10/2008 

01 02 63 0250 000 

AON S A (PTY) LTD 

17,000.00 

ET0024 

15/10/2008 

01 02 72 0250 000 

AON S A (PTY) LTD 

9,336.00 

ET0024 

15/10/2008 

01 02 75 0250 000 

AON S A (PTY) LTD 

13,532.00 

ET0024 

15/10/2008 

01 05 01 0250 000 

AON S A (PTY) LTD 

10,243.11 

ET0024 

15/10/2008 

01 02 64 0250 000 

AON S A (PTY) LTD 

13,448.00 


910,782.57 


Root cause 

Policies and procedures related to financial reporting are not established and communicated 


Risk 

Late payments may result in interest and penalties being charged - which would be regarded as 
fruitless and wasteful expenditure. 
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Recommendation 

Management should ensure that policies and procedure are put in place in order for municipality 
to comply with MFMA S65 (2)(e) 


Management response 

I am in agreement with the finding 

The policy is that payment should be made within 30 days , and this will be enforced, however at 
times cash flow problems can delay payments .Cheques 29 , 85 , 91 , 155 , 160 , 179 and 245 
were in respect of MAP grant funds and require approval from MAP committee before payment . If 
a meeting is not convened regularly it can lead to a delay in payment. 


Auditor’s response 

Management response have been note, however the matter of non-compliance with MFMA Act will 
be highlighted on audit report 


ANNEXURE B: OTHER IMPORTANT MATTERS 
CASH AND CASH EQUIVALENTS 

7. EX.67 - Cash and Bank - Monthly Bank Reconciliations 
Audit finding 

In terms of Municipal Finance Management Act : The Accounting Officer of a municipality:- 

(a) must administer all the municipality's bank accounts 

(b) is accountable to the municipal council for the municipality's bank account 

During the audit of cash and bank it was noted that the municipality did not prepare monthly bank 
reconciliations throughout the year. 


Root cause 

The accounting officer/authority does not exercise oversight responsibility over financial reporting 
and internal control. 


Risk 

Errors or misstatements may not be detected and corrected in a timely manner 
Move 

Recommendation 

Management should monitor and supervise functional staff to ensure that bank reconciliations are 
prepared and reviewed on a timely basis. 


Management response 
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Management response not received 


Auditor’s response 

Management comments still outstanding 


8. EX.80 - No written contracts for successful bidders 
Audit finding 

In terms of section 116(1) of Municipal Finance Management Act 56 of 2003 "A agreement or 
contract procured through supply chain management system of a municipality or municipal entity 
must be: 

(a) be in writing; (b) Stipulate the terms and conditions of the contract or agreement, which must 
include provisions providing for- 

(i) the termination of contract or agreement in the case of non or under performance; 

(ii) dispute resolution mechanisms to settle disputes between the parties 

(iii) A periodic review of the contract or agreement once every three years in the case of a contract 
longer than 3 years; and 

(iv) any matters that may be prescribed. 

During the audit of expenditure through supply chain management process it was observed that no 
formal written contracts were made available when requested. 

Only letter of appointments were submitted for audit purposes which were not even signed. 

The following illustrate the above: 


SERVICE 

BID 

NUMBER 

AMOUNT 

Short Term Insurance 

MN 10/2008 

194,035.26 

Credit Control & Indigent registration 

MN 11/2008 

350,000.00 

Revenue Enhancement 

MN 12/2008 

144,900.00 

GRAP Conversion 

MN 13/2008 

342,000.00 

Financial System Upgrade 

MN 17/2008 

659,009.22 

Internal Audit Functions 

MN 20/2008 

216,600.00 

MIG Rural Roads 

MN 2/2009 

9% of total project 

Financial Staments 

MN 5/2009 

498,715.80 

Compilation of Asset register 

MN 14/2008 

228,000.00 


Root cause 

Policies and procedures related to financial reporting are not established and communicated 
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Risk 

Non adherence to section 116(1) of MFMA. 

Non performing or under performing suppliers may not be held liable for poor service delivered in 
the absence of signed contracts. 


Recommendation 

Management should ensure that formal written contracts or agreements are completed as required 
in terms of section 116(1) of MFMA. 

Proof of signed agreements should be made available for audit purposes. 

Management response 

Management response not received 


Auditor’s response 

Management responses still outstanding 


EMPLOYEE COSTS 

9. EX.70 - Unauthorised salary increase - Employee cost 
Audit finding 

In terms of the contract of employment between L.E Nkabinde and the municipality , "the 
employee shall be compensated for her service with an all inclusive salary of R250000 per annum 
commencing June 2009. The employee is required to serve a period of probation subject to the 
municipality's probation policy. The municipality will review the employee's remuneration annually 
and any increase in remuneration will be effective by first of July each year". 

However during the audit it was noted that L.E Nkabinde was awarded a salary increase effective 
from July 2009. The employee was still on probation and furthermore she had worked for the 
municipality for one month only. Through inspection of her personnel file no evidence of review of 
her salary prior to increase was noted. Furthermore no mention of her salary being increased was 
made and further the basis in which her salary was increased were not referred to as result it is not 
clarity as to why the employees salary was increased. 

Details leading to the employees salary increase should be provided for audit which include, review 
of her salary and reasons justifying such increase. The increase in remuneration occurred as 
follows: 



Remuneration at 
appointment date (25 May 
2009) 

Remuneration 
from August 2009 
after increase. 

Difference 

Per annum 

250,000.00 

276,250.00 

26,250.00 

Per month 

20,833.33 

23,020.83 

2,187.50 


Root cause 

Policies and procedures related to financial reporting are not established and communicated 
Internal control deficiencies are not identified and communicated in a timely manner to allow for 
corrective action to be taken. 

The potential for material misstatement due to fraud is not considered. 
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Risk 

Unauthorised salary increase was implemented. 


Recommendation 

Management should ensure that policy is developed addressing salary increases for new 
appointee before general salary increase take place outlining who qualify for salary increase. 
Management should ensure that unauthorised salary increase is appropriately recovered from the 
employee as she does not qualify for salary increase. 

Management should ensure that detailed explanation is furnished indicating clearly reasons for 
employee's remuneration increase including documents justifying the increase. 


Management response 

Management response has not yet been received 


Auditor’s response 

Management comments still outstanding 


INTERNAL CONTROL 

10. EX.2 - No policies in place 

Audit finding 

In terms of section 65 of MFMA of 2003 which states the following : " (1) The accounting officer of 
a municipality is responsible for the management of the expenditure of the municipality. 

(2) The accounting officer must for the purpose of subsection (1) take all reasonable steps to 
ensure — (a) that the municipality has and maintains an effective system of expenditure control, 
including procedures for the approval, authorisation, withdrawal and payment of funds; 

(b) that the municipality has and maintains a management, accounting and information system 
which — 

(i) recognises expenditure when it is incurred; 

(ii) accounts for creditors of the municipality; and 

(iii) accounts for payments made by the municipality; " 

During the audit it was noted that the municipality did not have the following policies in place: 

• No approved overtime policy 

• No policy or procedure manual with respect to the processing of journals in place 

• No cash management in place to monitor revenue from Game park 


Root cause 

• Policies and procedures related to financial reporting are not established and 
communicated. 
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Risk 

• Unauthorised payment of overtime. 

• Over expenditure of funds with regard to budget 


Recommendation 

• The Draft Overtime Policy should be approved by the Council and implemented by the 
Municipal management as soon as possible. 


Management response 

I am in agreement with the finding 

1. An overtime policy has been drafted and will be submitted to council for approval ( Copy 
attached ) 

2. Instructions were issued by acting CFO on procedures to be followed with regard to Journal 
entries. See memo dated 19/8/09 attached 

I am in agreement with the finding 

A policy was approved by the Finance committee on 1/9/09 and this is awaiting Council approval. 


Auditor’s response 

Management response have been noted, however the matter is still not resolve and will be taken 
to annexure B in management report 


OPERATING EXPENDITURE 

11. EX.IO - Expenditure - Incorrect posting in general ledger 
Audit finding 

In term of section 65 of the Municipal Finance Management Act No. 25 of 2003 which states: 

" (1) The accounting officer of the municipality is responsible for the management of the 
expenditure of the municipality. 

(2) The accounting officer must for the purpose of subsection (1) take all reasonable steps to 
ensure - 

(c) that the municipality has and maintains a system of internal control in respect of creditors 
and payments " 

During the audit of recurring expenses telephone ( Vote 02610240) it was note that transaction on 
the 27 May 2009 for cheque 21008 for R8,403.00 made out to the Postmaster for envelope was 
incorrectly posted to telephone account in general ledger. 


Root cause 
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Manual or automated controls are not designed to ensure that the transactions occurred, are 
authorised, and are completely and accurately processed. 


Risk 

Overstatement of telephone expense in the financial statements 


Recommendation 

Management should ensure that accounts are reviewed on a regular basis and transactions are 
allocated to correct account. 


Management response 

I am in agreement with the finding 

An adjustment will be put through and the financial statements amended if required . Instructions 
have been given to staff to check vote allocations carefully before processing 


Auditor’s response 

Management response have been noted, however proof of the adjustment has not been provided 
for audit and matter will remain 


31. EX.21 - Expenditure - Double payment made 
Audit finding 

In term of section 65 of the Municipal Finance Management Act No. 25 of 2003 which states: 

" (1) The accounting officer of the municipality is responsible for the management of the 
expenditure of the municipality. 

(2) The accounting officer must for the purpose of subsection (1) take all reasonable steps to 
ensure - 

(c) that the municipality has and maintains a system of internal control in respect of creditors 
and payments " 

During the audit of expenditure it was note that a double payment was made for invoice IN004979 
to HSK Simpson & Partners on 30/05/2009 for an amount of R 45,116.23. 


Root cause 

Management's philosophy and operating style do not promote effective control over financial 
reporting. 


Risk 

Overstatement of expenditure and understatement of accumulated surplus 
Risk of fraud and error at the municipality 


Recommendation 
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Management should ensure that monthly reconciliations are performed and are reviewed and 
approved by the line manager and discrepancies identified should be resolved immediately. 


Management response 

1. I am in agreement with the finding. 

2. See attached letter and documentation. The matter has been discussed with HSK Simpson 
and they will refund the R 51,432.80 ( inci vat ) .Outstanding invoices totalling R 16,668 will 
be paid to them at the same time . 


Auditor’s response 

Management response have been noted, however evidence of the actual receipt of refund has not 
been provided there matter will still remain on management report and audit report 


12. EX.22 - Expenditure - Suppliers declaration not obtained 
Audit finding 

In terms of Municipal Supply Chain Management Regulations 44 which states: 

" The supply chain management policy of a municipality, irrespective of the procurement process 
followed, state that the municipality may not make any award to a person- 

(a) who is in service of the state 

(b) if that person is not a natural person, of which any director, manager, principal shareholder or 
stakeholder is a person in service of the state; or 

(c) who is an advisor or consultant contracted with the municipality " 

During the audit of expenditure it was note that suppliers on the municipal database did not have 
declaration forms. The following severs as an example 


Name of Vendor 

Reg. No 

A Scheepers 

UTROOl 

ABSM and Sons Constructing & tracing 

UTR002 

Afgri 

UTR005 

Aloes Guest House CC 

UTR014 

Amadwala Trading 262 CC 

UTR015 

Amalangeni Trading Enteprice 

UTR016 

Amsnina Avelayo 

UTR018 

Aon South Africa (pty) ltd 

UTR019 

BELL Equipment CC.SA 

UTR028 

C&J Coffins 

UTR042 

Cadastral and GIS 

UTR043 

Central Garage 

UTR044 

Chris Cason 

UTR045 

H F G Development Projects 

UTR075 

Halala Zikalala Constracting 

UTR076 

Hands on Cleaning CoCperatives ltd 

UTR077 

Hedcor furniture Manufacture 

UTR079 

Hlelokuhle contractors 

UTR081 

Indwe Risk Services (pty) ltd 

UTR082 

Interactive Trading 684 

UTR086 

Justice Defender Security 

UTRIOO 
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K R Amaru Service CC 

U 

TRIOI 

Khensani Consulting CC 

u 

TR102 

Khula Sikubeke 

u 

TR103 

KwaMthanti tent manufactures 

u 

TR104 

Madyatshamile Holdings 

u 

TR117 

Mafaseng Trading 

u 

TR118 

Mahlanzi Suppliers and Projects 

u 

TR119 

Mainsys CC 

u 

TR121 

Makhuhhu Developments Projects CC' 

u 

TR122 

Magxanga T rading CC 

u 

TR123 

Mantenga trd as EE TT MM Construction CC 

u 

TR124 

Map Africa 

u 

TR125 

MHM accounting and consulting CC 

u 

TR134 

Mico Elek 

u 

TR135 

Millinium events 

u 

TR136 

Minolco (pty) ltd 

u 

TR137 

Momar Division of Cansa 

u 

TR138 

Morar lncoporated(Roshau Morar) 

u 

TR139 

Mphendu Road and Building Construction 

u 

TR141 

Mpilenhie Trading Enterprise CC 

u 

TR142 

Mpumba trading 

u 

TR143 

Muntra CC 

u 

TR144 

Mvula pula Construction Enteprise CC 

u 

TR148 

Mza Consulting Engineers pty ltd 

u 

TR149 

N C M S 

u 

TR150 

Nabo Constraction 

u 

TR151 

National Supply Store 

u 

TR153 

Vecto Trade T/A Nashua Khulani 

u 

TR154 

Newcastle Office Shop pty ltd 

u 

TR155 

NN Mowerman 

u 

TR158 

Nontando Masimula 

u 

TR159 

Nqobile print production 

u 

TR161 

P Ferreira Eng. 

u 

TR167 

Park Communications Publishing and Advertising 
CC 

1 

TR169 

Phunga Mageba 

u 

TR171 

Plastic Omnium 

u 

TR173 

PricewaterhouseCoopers 

u 

TR175 

Sabalala Consulting pty ltd 

u 

TR189 

Sharp Security 

u 

TR203 

Sigonyela Industries 

u 

TR204 

Silver Solutions 1348 

u 

TR205 

Speedy Newcastle 

u 

TR216 

Spring green 

u 

TR217 

Standard bank 

u 

TR218 

Stucky Motors 

u 

TR219 

Super Quick Newcastle 

u 

TR220 

Super Size Investment 36 CC 

u 

TR221 

T KZee 

u 

TR222 

Thakhomm 

u 

TR223 

The Plumbing corporation 

u 

TR225 
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Thethephi General Builders 

UTR226 

Tipper Truck 

UTR227 

TLB 

UTR228 

UAG 

UTR232 

Uboya Benyathi Trading 

UTR233 

Uccello Trading 

UTR234 

Udumo 

UTR235 

Urban-Econ KZN pty ltd 

UTR236 

Umgeba Constructors CC 

UTR237 

Utrecht Auto & General CC (Sollys) 

UTR239 

Value City Wholesalers CC 

UTR241 

VOLTEX 

UTR242 

Vryheid mining supplier (Inmins) 

UTR243 

Waltons stationary pty ltd 

UTR244 

Wande Umcebo 

UTR245 

XTEC PMB (pty) ltd- XEROX 

UTR247 

Zamanxele Construction CC 

UTR249 

Zamawelase 

UTR250 

Zamzo Trading 

UTR252 

Zerox 

UTR253 

Zikiza and Lwazi 

UTR254 

Zimisele Construction 

UTR255 

ZulMAP 

UTR256 

Khaphezi Construction and Projects CC 

UTR264 

KPMG 

UTR266 

Zeal Engineering 

UTR268 

Sisizenikzn Trading Enterprises cc 

UTR269 

Mashwazi Catering CC 

UTR270 

Mzansi Africa Civils 

UTR272 

Mweli 

UTR273 


Root cause 

Policies and procedures related to financial reporting are not established and communicated 


Risk 

Non compliance with SCM regulations 

Management can employ their own companies in the procurement of goods and services resulting 
in a conflict of interest. 


Recommendation 

Management should ensure that the SCM regulation are implemented and complied with to avoid 
the incurring irregular expenditure 


Management response 

1. I am in agreement with the finding. 
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2. Attached hereto is accreditation form used to obtain the necessary declaration. However it 
is accepted that declarations have not been obtained from all suppliers on the data base. 

3. Steps will be taken to obtain the necessary declarations and the data base will be updated. 

4. The municipality presently does not utilize a centralized procurement process as each 
department source out their own quotations from their own suppliers. This issue will be 
addressed in order to ensure all procurement is done using one centralized database 

5. All future adverts will specify that applicants will need to be registered on the data base in 
order for them to qualiiy for consideration. 

Stricter controls will be introduced to ensure payments are not made if they do not comply with the 
SCM rules 


Auditor’s response 

Management response have been noted, however on management report under other important 
matter and will be followed up in the 2009/10 year end. 


13. EX.26 - S & T Claim form not signed as evidence of approval 
Audit finding 


It was observed during the audit of expenditure that the claim form relating to S&T was not signed 
as evidence of the approval by the delegated official. 

Details of the Claim are as follows: 


Surname & Initials 

Department 

Date 

Cheque 

No./ET 

Amount 

Mhlongo GPN 

BTO 

27-NOV-08 

20784 

3,305.69 


Root cause 

Management’s philosophy and operating style do not promote effective control over financial 
reporting. 


Risk 

Employees could claim S & T of which no costs were actually incurred. 


Recommendation 

All S & T Claims should properly be approved and authorised by the delegated officials. 


Management response 

Management response not received 

Auditor’s response 
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Management response still outstanding 


14. EX.31 - Expenditure - No exception reports 
Audit finding 

In terms of section 65 of the Municipal Finance Management Act No. 56 of 2003 which states: 

" (1). The accounting officer of a municipality is responsible for the management of the 
expenditure of the municipality. 

(2). The accounting officer must for the purpose of subsection (1) take all reasonable steps to 
ensure — 

(a) that the municipality has and maintains an effective system of expenditure control, 
including procedures for the approval, authorization, withdrawal and payment of funds; 

(b) that the municipality has and maintains a management, accounting and information 

system which — 

(i) recognizes expenditure when it is incurred; 

(ii) accounts for creditors of the municipality; and 

(iii) accounts for payments made by the municipality; 

(c) that the municipality has and maintains a system of internal control in respect of creditors 
and payments 

During the audit of expenditure it was noted that the municipality does not produce and review 
exception reports for possible errors, misallocations etc. 


Root cause 

Management’s philosophy and operating style do not promote effective control over financial 
reporting 


Risk 

Duplicate payment may be made to suppliers. 
Unauthorised expenditure for the year under 


Recommendation 

Management should ensure that monthly exception reports are produced and discrepancies are 
immediately followed up and cleared. 

Management response 

I am in agreement with the finding 

The financial system has been upgraded and the creditors module will be utilized in 2009/10 . A 
service provider will be engaged to ensure required exception reports are produced 

Auditor’s response 

Management response have been note, however matter will still remain on management report 
under other important matters for follow up next year 


PAYABLES/ACCRUALS 
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15. EX.l - Creditor reconciliation not performed 
Audit finding 

In term of section 65 of the MFMA: 

" (1) The accounting officer of a municipality is responsible for the management of the expenditure 
of the municipality. 

(2) The accounting officer must for the purpose of subsection (1) take all reasonable steps to 
ensure - 

(b) that the municipality has and maintains a management, accounting and information systems 
which- 

(i) recognises expenditure when it occurred; 

(ii) accounts for creditors of the municipality; and 

(iii) account for payments made by the municipality; 

(c) That the municipality has and maintains a system of internal control in respect of creditors 
and payments" 

The municipality did not perform monthly creditor’s reconciliation during the year under review. 


Root cause 

Management’s philosophy and operating style do not promote effective control over financial 
reporting 


Risk 

Overpayment of creditors may not be identified timorously which will result in lose of funds by the 
municipality 


Recommendation 

Management should ensure that policies and procedures are in place for the performance of 
monthly creditors reconciliation and are reviewed by immediate supervisor 


Management response 

1. I am in agreement with the finding 

2. The staff member has now been trained and is now performing monthly reconciliations 
.Attached hereto is an example 


Auditor’s response 

Management response noted, however no creditors reconciliations were performed for the year 
and will be taken to annexure B in management report. 
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PROPERTY, PLANT & EQUIPMENT 

16. EX.56 - Fixed assets - No accounting policy leases 

Audit finding 

In terms of section 62(l)(b) of the Municipal Finance Management Act No. 25 of 2003 which 
states: 

" (1) The accounting officer of a municipality is responsible for managing the financial 
administration of the municipality, and must for this purpose take all reasonable steps to ensure 
(b) the full and proper accounting records of the financial affairs of the municipality are kept 
accordance with any prescribed norms and standards " 

During the audit of leases it was identified that no accounting policy disclosed in the financial 
statements regarding leases. It was however noted that finance leases are disclosed in the 
financial statements in Note 3. 


Root cause 

Management’s philosophy and operating style do not promote effective control over financial 
reporting. 


Risk 

Areas of weaknesses will not be effectively and efficiently, identified and addressed. 


Recommendation 

Management should adopt an Accounting policy for leases disclosed in the financial statements 


Management response 

Comments still outstanding 


Auditor’s response 

Management comments still outstanding 


17. EX.57 - Fixed asset - Information not included on register 
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Audit finding 

In terms of the section 63(2)(c) of Municipal Finance Management Act No. 56 of 2003 which 
states: " (2) The accounting officer must for the purpose of subsection (1) take all reasonable 
steps to ensure - (c) that the municipality has and maintains a system of internal control of assets 
and liabilities, including an asset and liabilities register, as may be prescribed " 

During the audit of fixed assts it was note that register maintained by the municipality does not 
include the following information: 

• Unique number / serial code 

• Accumulated impairment for each class of assets 

• Details of any write-down or write-up in carrying value 

• Resultant profit or loss on disposals 

• Physical condition of the asset 


Root cause 

Management’s philosophy and operating style do not promote effective control over financial 
reporting 


Risk 

Non compliance with applicable laws and regulations 

Completeness, valuation and existence of assets will not be verified as the asset register is not 
complete 

Amounts disclosed in the financial statements maybe misstated 


Recommendation 

Management should implement controls to ensure that the asset register is compiled as 
prescribed. 


Management response 

Management response not received 


Auditor’s response 

Management comments still outstanding 


18. EX.71 - Fixed assets - No asset count performed for the year 
Audit finding 

In terms of section 63(l)(a) of the Municipal Finance Management Act No. 25 of 2003 which 
states: 
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" The accounting officer of the municipality is responsible for the management of - 
(a) the assets of the municipality, including the safeguarding and the maintenance of those 
assets " 

During the audit of assets it was note that the municipality did not perform an asset count for the 
year under review resulting in discrepancies identified in the asset register. 


Root cause 

Policies and procedures related to financial reporting are not established and communicated 


Risk 

Assets per the financial statement may be misstated 

Completeness, valuation and existence of assets will not be verified as the asset register is not 
complete 


Recommendation 

Management should ensure that policies and procedures are in place implement annual asset 
count and any discrepancies should be followed up immediately 


Management response 

I am in agreement with the findings however the asset count for the 07/08 financial year was only 
completed during 08/09 financial year. 


Auditor’s response 

Management response have been noted, however matter will still remain as a asset count for 
the 08/09 financial year was still not conducted 


RECEIVABLES 

19. EX.50 - Explanations for credit balances not obtained 
Audit finding 

S64(l) states that, " The accounting officer of a municipality is responsible for the management of 
revenue of the municipality, 

(2), the accounting officer must for the purposes of subsection (1) take all reasonable steps to 
ensure - 

(f) that the municipality has and maintains a system of internal control in respect of debtors and 
revenue as may be prescribed.” 


During the audit debtors it was observed that no supporting documents were provided for audit 
purposes. 

Furthermore no explanation was provided to why these debtors have credit balances at year end. 
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Debtor no 

Description 

Erf no 


009111129 

Utrecht Municipality 

0010900000 

R 13, 285.27 


Utrecht Municipality 

0010900000 

R 53, 953.75 

Total 



R 67, 239.02 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over revenue. 


Risk 

Understatement of debtors. 


Recommendation 

Steps should be taken to ensure that financial statements contain accurate information 


Management response 

I am in agreement with the finding with regard to the supporting documentation not being available 
These credit balances in councils name appear to date back to 2004 , they will be investigated 
further and if necessary written back to accumulated surplus with councils approval to be obtained 
first 


Auditor’s response 

Management responses have been noted, however matter will remain management report under 
other important matters as not evidence and explanation was received with regard to debtors 
having credit balances 


20. EX.54 - Debtors-Interest not charged on other outstanding debtors 
Audit finding 

S97 (1) of Municipal Systems Act states that, "credit control policy and debt collection policy must 
provide for; (e) interest on arrears where appropriate." 

Through enquiry with the revenue accountant and the inspection of the financial statements it was 
identified that interest is only charged on outstanding rates and not on other debtor balances. 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over revenue. 
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Risk 

Understatement of revenue. Non compliance with legislation. 


Recommendation 

Management should ensure that the applicable policies are updated to ensure that they comply 
with the applicable legislation and this will add to the effectiveness of internal control over revenue 


Management response 

I am in agreement with the finding 

A report was submitted to The Budget & Treasury Portfolio Committee on 10 11 2009 and the 
recommendation which was accepted will be submitted to Council in December 2009. (Copy of the 
report is attached hereto) 


Auditor’s response 

Management response has been noted. However this matter will remain on the management 
report under other important matter to be follow up in the 2009/10 audit. 


REVENUE 

21. EX.18 - Electricity - Lack of monitoring of distribution losses 
Audit finding 

In terms of Municipal Systems Act chapter 8 section 75A (a) the municipality may levy and recover 
fees, charges or tariffs in respect of any function or service of the municipality, and 75A(b) recover 
collection charges and interest on any outstanding amount. During the audit of Electricity, it was 
noted that the municipality does not have an effective process in place for monitoring distribution 
losses. As result the municipality faces a risk of running continuous losses for future periods. 


Root cause 

The entity does not determine a risk strategy/action plan to manage identified risks. 

Risk 

Continuous loss of revenue, fruitless and wasteful expenditure maybe incurred 

Recommendation 

Management should have a strategy in place to monitor distribution losses. 


Management response 
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1. I am in agreement with the finding in respect of 2008/2009 in that the reconciliation was not 
done monthly. Attached is a reconciliation of losses for 2008/09. However this is now being 
done as can be seen from the attached spreadsheet. 


Auditor’s response 

Management response have been note and the matter will remain on management report under 
other important matters 


22. EX.46 - Indigent debtors 
Audit finding 

In terms of S 64(1) of MFMA states that, The accounting officer of the municipality is responsible 
for the management of revenue of the municipality, (2) The accounting officer must for the 
purposes of subsection (1) take all reasonable steps to ensure, (e) that the municipality has and 
maintains a management, accounting and information system which, - recognises revenue when it 
is earned, - accounts for debtors, - accounts for receipts of revenue, (f) that the municipality has 
and maintains a system of internal control in respect of debtors and revenue as may be prescribed. 

During the audit of debtors it was observed that no supporting documents or indigent debtors’ 
listing was obtained with respect to indigent debtors. 

The Municipality received free basic service grant for use by indigent debtors but it is not clear how 
this grant was spent. 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over financial reporting. 


Risk 

Scope limitation 


Recommendation 

Steps should be taken to ensure that all the supporting documents are obtained during the audit. 


Management response 

1. lam in agreement with the finding . 

2. Applications were received for 2008/09 but the register was not approved by council. There 
is an approved indigent policy and it will be introduced during the 2009/2010 financial year. 


Auditor’s response 
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Management response has been noted. However this matter will remain in the management report 
under other important matters and will be followed up in the 2009/10 audit 


23. EX.79 - Reconciliation not signed 
Audit finding 

In terms of s64(l) of MFMA states that, " The accounting officer of a municipality is responsible for 
the management of revenue of the municipality, 

furthermore subsection (2) states that, " The accounting officer must for the purposes of 
subsection(l) take all reasonable steps to ensure 

(f) that the municipality has and maintains a system of internal control in respect of debtors 
and revenue, as maybe prescribed. 

During the audit of rates income it was observed that no evidence was obtained to prove that the 
rateable valuation reconciliation was checked or reviewed 
by Head of revenue department for accuracy. 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable an assessment of the 
effectiveness of internal control over revenue. 


Risk 

Non compliance with applicable policies. 


Recommendation 

Steps should be taken to ensure that the applicable policies are followed and that the rateable 
valuation reconciliation is reviewed by head of revenue department for accuracy. 


Management response 

None received to date 


Auditor’s response 

Management comments still outstanding 
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ANNEXURE C: ADMINISTRATIVE MATTERS 

No Matters to report 
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